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Notice to Readers
This Audit Risk Alert is intended to provide auditors of entities 
receiving federal awards with an overview of recent industry, reg­
ulatory, and professional developments that may affect the audits 
they perform.
This publication is an Other Auditing Publication as defined in 
Statement on Auditing Standards (SAS) No. 95, Generally Accepted 
Auditing Standards (AICPA, Professional Standards, vol. 1, AU sec. 
150). Other Auditing Publications have no authoritative status; 
however, they may help the auditor understand and apply SASs.
If an auditor applies the auditing guidance included in an Other 
Auditing Publication, he or she should be satisfied that, in his or 
her judgment, it is both appropriate and relevant to the circum­
stances of his or her audit. The auditing guidance in this docu­
ment has been reviewed by the AICPA Audit and Attest Standards 
staff and published by the AICPA and is presumed to be appropri­
ate. This document has not been approved, disapproved, or other­
wise acted on by a senior technical committee of the AICPA.
Mary McKnight Foelster 
Director
Governmental Auditing 
and Accounting
Robert Durak 
Director
Accounting and Auditing 
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Government Auditing Standards and 
Circuiar A-133 Audits— 2005
Purpose and Timing of This Alert
This Alert is intended to describe changes and updates that are im­
portant for you to know if  you perform audits under (1) Govern­
ment Auditing Standards (GAS, also known as the Yellow Book) 
issued by the Government Accountability Office (GAO) or (2) Of­
fice of Management and Budget (OMB) Circular A-133, Audits o f  
States, Local Governments, and Non-Profit Organizations (Circular 
A-133). It also is intended to alert you to risks in that environment 
and to direct you to sources of information to address those risks. 
Previous editions of this annual Alert, entitled Single Audits, were 
issued in the late fall, with the last edition issued in 2003. W ith this 
edition, we transition to an issuance date that w ill align more 
closely with the time period that such audits are performed.
In preparing this Alert, we have assumed some basic knowledge 
about audits performed under the Single Audit Act Amendments 
of 1996 (the Single Audit Act) (Public Law [P.L.] 104-156, July 
5, 1996), Circular A-133, and GAS. If you have not performed 
one of these audits recently, or are new to the area, you may want 
to refer to Appendix A, “Overview of Key Components of a Sin­
gle Audit and Related Audit Deficiencies,” for useful discussions, 
and the AICPA Audit Guide Government Auditing Standards and  
Circular A-133 Audits (GAS/A-133 Guide) for more comprehen­
sive guidance.
Industry Dev elopments
Requirements Continue to Change
Those of you who perform GAS or Circular A-133 audits recog­
nize that in this field, nothing is as constant as change. Since the 
last Alert, the following has occurred:
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• The OMB updated the Circular A-133 Compliance Supple­
m ent (Compliance Supplement) in March 2004, and just is­
sued the 2005 version of the Compliance Supplement in 
Ju ly 2005.
• The OMB has continued with its initiative to streamline 
the grants management process. For example, it has revised 
its cost principles circulars to make them more consistent.
• The Federal Audit Clearinghouse (FAC) revised the data 
collection form that accompanies each C ircular A -133 
audit reporting package. It also instituted a procedure for 
submitting the reporting package on a CD-ROM.
• The GAO amended the GAS requirements for continuing 
professional education (CPE) and issued updated guidance 
about those requirements.
• The GAO provided guidance to entities that are subject to 
audits conducted in accordance with both the standards is­
sued by the Public Companies Accounting Oversight 
Board (PCAOB) and GAS.
Other recent events that may affect your current or future audits, 
and which are discussed in this Alert include:
• The GAO issued a 2003 revision to GAS.
• The OMB revised Circular A -133 on June 27, 2003, to, 
among other things, increase the threshold for performing 
Circular A -133 audits.
• The federal government established the U.S. Department 
of Homeland Security (DHS) and transferred federal 
awards to it from other agencies. The DHS also funds a 
number of new federal programs.
• The Auditing Standards Board (ASB) of the AICPA pro­
posed changes in generally accepted auditing standards 
(GAAS) that would result in a substantial change in audit 
practice through enhanced application of the audit risk 
model.
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The AICPA has updated its GAS/A-133 Guide for many of these 
events.
You should be aware of the various complex requirements for GAS 
and Circular A-133 audits, as well as the effects of the changes de­
scribed above on the audits you perform. It also might be a good 
time to consider a few extra educational courses. Appendix D, 
“Research Tools, Aids and Other Resources,” lists relevant courses 
offered by the AICPA. Further, you and other members of the en­
gagement team should be familiar with and have access to the 
many forms of guidance that are available. For example, the team 
should have the most current GAS/A-133 Guide, GAS, Circular 
A -133, and Compliance Supplement, and key members of the team 
should read this Alert.
Audit Quality Continues to Be a Concern
From the standpoint of the federal user, audits conducted under 
Circular A -133 are a key accountability mechanism for the ex­
penditure of taxpayer dollars. Consequently, audit quality contin­
ues to be an area of utmost importance. Both peer reviews and 
AICPA Professional Ethics Division (PED) investigations of 
audit organizations continue to indicate that there are problems 
in the GAS and Circular A -133 audits they are reviewing. Federal 
Offices of Inspectors General (OIGs) have found problems based 
on their reviews of Circular A -133 audits that are consistent with 
those found by the AICPA. As a result, the OIGs are reviewing a 
national statistical sample of audits conducted under GAS and A- 
133. Their objective in performing those reviews is to be able to 
identify how extensive the audit quality problems may be. That 
review is described herein in the section entitled “National Statis­
tical Sample of Audit Quality.”
You should keep these quality concerns in mind as you prepare 
for and perform your GAS and Circular A -133 audits this year 
and consider taking steps to avoid recurring common failures. See 
Appendix A, which discusses, for each stage of an audit, identi­
fied audit problems and sources of guidance to avoid them.
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Regulatory, Legislative, and Other Developments
This section sets forth some recent changes to relevant regulatory, 
legislative, and other guidance affecting GAS and Circular A -133 
audits.
Circular A-133 Revisions
In the June 27, 2003, Federal Register (68 FR 38401), the OMB 
issued a revision to Circular A -133 that raised to $500,000 the ex­
penditure threshold that triggers a single audit. This change did 
not affect the threshold for purposes of determining which pro­
grams are to be audited (see the discussion entitled “Risk-Based 
Approach,” in the “Planning and Risk Assessment” section of Ap­
pendix A of this Alert). That threshold, for type A programs, is 
still $300,000. The change in the single audit threshold was effec­
tive for audits of grantees whose fiscal years end after December 
31, 2003. Other revisions included a change to the threshold 
(now $50 million) that determines whether your client is assigned 
a cognizant agency for audit or an oversight agency. You can ob­
tain a copy of the latest version of Circular A -133 on the OMB In­
ternet site at www.whitehouse.gov/omb/circulars/index.html.
Compliance Supplement Revisions
The Compliance Supplement identifies existing important compli­
ance requirements that the federal government expects to be con­
sidered as part of an audit required by the Single Audit Act. For 
the programs it includes, the Compliance Supplement provides 
you with a source of information to understand the federal pro­
gram’s objectives, procedures, and compliance requirements rele­
vant to the audit, as well as the audit objectives and suggested 
audit procedures for determining compliance with these require­
ments. For programs not listed in the Compliance Supplement, 
you should follow its Part 7, “Guidance for Auditing Programs 
Not Included in This Compliance Supplement,” which instructs 
you to use the types of compliance requirements contained in the 
Compliance Supplement as guidance for identifying the types of 
compliance requirements to test, and to determine the require­
__
ments governing the federal program by reviewing the provisions 
of contracts and grant agreements and the laws and regulations 
referred to in such contracts and grant agreements.
The OMB updates the Compliance Supplem ent annually. The 
2005 revision to the Compliance Supplement issued in July. 
We summarize below some of the more significant changes that 
are expected in that revision. In the spring of 2004, the OMB is­
sued its 2004 revision to the Compliance Supplement. Among 
other things, that revision provided more specific guidance re­
garding the testing of direct and indirect costs, including indirect 
cost proposals, central services and cost accounting standards 
(CAS) disclosure statements, and subrecipient monitoring. Be­
cause the changes in those areas were significant and were not dis­
cussed in a previous Alert, this Alert also provides a summary of 
those 2004 revisions.
Help Desk—Both the 2005 and 2004 Compliance Supple­
ments can be found on the OMB Internet site at: http://www.
whitehouse.gov/omb/grants/grants_circulars.html.
2005 Compliance Supplement
The 2005 Compliance Supplement differs from prior years’ up­
dates in that the OMB has taken a different approach with the 
Supplement that will likely be more challenging from an auditing 
perspective. Instead of issuing a complete 2005 version of the 
Supplement, the OMB has issued only new or significantly 
changed sections of the 2005 Supplement on the OMB web site 
(the updates are also available in hard copy through the Govern­
ment Printing Office). In summary, the sections of the 2005 Sup­
plement that have been posted to the OMB Web site include the 
following:
• Updated Table of Contents
• Updated Part 1 and 2
• Six new programs
• A re-write of 10 programs with significant changes
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• Two deleted programs
• Updated appendices III, IV and V
Appendix V  of the Supplement, List o f  Changes fo r  the 2005 Com­
p lian ce Supplement, is a key piece of information to identify all of 
the changes the OMB is making to the Supplement. In that Ap­
pendix, you will find both changes that are considered significant 
and have been made available on the OMB Web site (for exam­
ple, new or significantly revised programs) and also those that the 
OMB has indicated are not considered substantive or significant 
(Appendix V identifies 28 programs with minor changes). The 
OMB suggests that you review the “less significant” changes 
identified in Appendix V and make “pen and ink” changes to the 
2004 Supplement for them. Therefore, when performing your 
single audits this year, your staff should be using both the new 
sections of the 2005 Supplement and the 2004 Supplement that 
your staff has marked to show the other changes identified in Ap­
pendix V.
Some of the more significant changes in the 2005 Supplement 
include the following:
• A revision to Part 2, Matrix o f  Compliance Requirements, 
was made to reflect the programs that have been added or 
deleted. Remember that because Part 4, Agency Program  
Requirements, and Part 5, Clusters o f  Programs, do not in­
clude guidance for all types of compliance requirements 
that are applicable to each program, you should use Part 2 
to identify the types of compliance requirements that 
apply to the programs included in Parts 4 and 5.
• Part 4, Agency Program Requirements, was revised to add the 
following new programs:
— Housing and Urban Development: 14.866, Demolition 
and Revitalization o f  Severely Distressed Public Housing,
— Department of Interior: 15.614, Coastal Wetlands Plan­
ning, Protection, and Restoration Act;
— Department of Education: 84.366, M athematics and  
Science Partnerships
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— Department of Health and Human Services (HHS): 93.889, 
National Bioterrorism Hospital Preparedness Program; and
-  Department of Homeland Security (DHS): 97.008, 
Urban Area Security Initiative and a new cluster 97.004, 
State Domestic Preparedness Equipment Support Program 
and 97.067, Homeland Security Grant Program (see im­
portant discussion below).
• The HHS program. Consolidated Health Centers (93.224) 
was converted from a cluster to a single program in Part 4.
• Significant changes were made to the following CFDA 
numbers in Part 4: 10.557, 14.872, 84.000, 84.011, 
84.027, 84.173, 84.032, 93.224, 93.556, 93.558, and 
93.658 (full revised text of these changes are provided on 
the OMB web site for these programs).
• Appendix 6, D epartm ent o f  H omeland Security and  the 
Compliance Supplement, was deleted as its guidance was 
modified and incorporated into the two new DHS pro­
grams.
As noted above, DHS has included two new programs in Part 4 
this year. Billions of dollars have been awarded through these 
DHS programs to states, local governments and not-for-profit 
organizations to assist in implementing increased security mea­
sures. For various reasons, much of the DHS funds awarded to 
these entities over the past several years has not been expended in 
prior years. However, DHS has indicated that over the last year 
these entities have made many more expenditures making it more 
likely that these programs w ill be Type A programs in current 
year single audits. Implementing the new DHS guidance will be 
one of the more challenging and complex areas in your single au­
dits, particularly as it relates to determining major programs. This 
complexity is primarily due to the way DHS has funded these 
programs (for example, using the same CFDA number in award 
different years for different programs, using a “sub-CFDA num­
ber” concept under a broader CFDA number umbrella, etc.) If 
you have governmental or not-for-profit clients that have expen­
ditures under DHS awards in this year's single audits, you should
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immediately focus on the last section in each new DHS program 
in Part 4 entitled “Other Information.” That section explains 
how the various DHS CFDA numbers, “sub-CFDA” numbers, 
and legacy CFDA numbers should be accumulated for major 
program determination purposes.
2004 Compliance Supplem ent
The March 2004 version of the Compliance Supplement (www. 
whitehouse.gov/omb/circulars/a133_compliance/04/04toc.html) 
contained a number of changes to recognize the changes made to 
C ircular A -133 in 2003 (see the section of this Alert entitled 
“Circular A -133 Revisions”). That version also clarified the guid­
ance for the cost principles that apply to each type of entity sub­
ject to Circular A -133 and significantly expanded the discussion 
to include more specific guidance for reviewing direct and indi­
rect costs and special compliance requirements. Those cost prin­
ciples are set forth in OMB circulars as follows;
• Circular A-21, which applies to institutions of higher educa­
tion
• Circular A-87, which applies to states, local governments, 
and Indian tribal governments
• Circular A -122, which applies to not-for-profit organiza­
tions (NPOs)
Direct Costs
For d irect costs, including State Public Assistance Agency Costs 
subject to Circular A-87, the 2004 Compliance Supplement direct s  
you to identify the types of activities that are either specifically al­
lowed or specifically prohibited by the laws, regulations, and the 
provisions of contract or grant agreements pertaining to the pro­
gram.
Moreover, the revised Compliance Supplement specifies objectives 
and procedures for direct costs in different circumstances. When 
allowability is determined based upon summary level data, you 
are to perform procedures to verify that activities were allowable
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and that individual transactions were properly classified and ac­
cumulated into the activity total. W hen allowability is deter­
mined based upon individual transactions, you are required to 
select a sample of transactions and perform procedures to verify 
that the transaction was for an allowable activity.
However allowability is determined, the Compliance Supplement 
requires you to consider the results of the testing of internal con­
trol in assessing the risk of noncompliance, and to use those re­
sults as the basis for determining the nature, timing, and extent of 
your substantive tests of compliance (such as the number of 
transactions to be selected).
The Compliance Supplement provides specific procedures for un­
derstanding the entity’s internal control over and methods of 
charging for central services.
Indirect Costs
For indirect costs, including cost allocation plans for the central 
services of state and local governmental units subject to Circular 
A-87, the Compliance Supplement now makes a distinction be­
tween institutions that charge such costs based on a federally ap­
proved rate and those for which the rate is not approved. The rate 
might not be approved either because the indirect cost rate pro­
posal (based on costs incurred in the year being audited) has been 
certified and submitted to the cognizant federal agency and the 
review and approval process is still underway, or because it has 
not been submitted. W hether the rate is approved or not, the 
specified objectives and procedures call for an understanding of 
the controls that apply to the calculation and application of the 
rate, and for a review of the application of the rate. When the rate 
has not been approved, however, you are also expected to test the 
indirect cost pool groupings for compliance with the applicable 
cost principles and the costs in the indirect cost pools to deter­
mine whether those costs are allowable, and ascertain whether in­
direct costs have been treated consistently. If the entity has 
completed a CAS disclosure statement (Form DS-1 for for-profit 
entities or DS-2 for nonprofit organizations), you are required 
not only to read the disclosure statement and its amendments
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and ascertain whether the disclosure agrees with the policies pre­
scribed in the educational institutions current policies and proce­
dures documents (as was required in the past), but also to test 
that the disclosure agrees with actual practices for the period cov­
ered by audit, including whether the practices were consistent 
throughout the period. Some audit organizations employ or en­
gage an expert in cost allocation plans to do the reviews of com­
plex entities like states and research universities.
Help Desk—The U.S. HHS is the cognizant agency for many 
grantees. The Division of Cost Allocation (DCA) acts on be­
half of HHS in the review and negotiation of indirect cost pro­
posals. The DCA web site (http://rates.psc.gov/) offers a 
number of resources, including guides that HHS uses to re­
view for indirect cost rates at universities and not-for-profit in­
stitutions.
Subrecipient Monitoring
The 2004 Compliance Supplement also changes the Part 3 (M) in 
the sections entitled “Compliance Requirements” and “Suggested 
Audit Procedures— Compliance” to clarify the responsibility of 
pass-through entities (PTEs) for monitoring during the award 
and subrecipient audits. These requirements include both of the 
following:
• During-the-award monitoring. This subsection was revised to 
more clearly state the PTE's responsibilities for monitoring 
the subrecipient's use of federal awards through reporting, 
site visits, regular contact, or other means. Such monitoring 
should provide the PTE with reasonable assurance that the 
subrecipient administers federal awards in compliance with 
laws, regulations, and the provisions of contracts or grant 
agreements and that performance goals are achieved.
• Subrecipient audits. Subrecipients expending $500,000 or 
more in federal awards during the subrecipient’s fiscal year, 
as provided in Circular A -133, as revised, are required to 
meet the audit requirements of Circular A-133. The PTE 
is to ensure that the subrecipient has had such an audit and 
has taken timely and appropriate corrective action on all
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audit findings. You or your client can ascertain whether the 
subrecipient has had an audit by visiting the Federal Audit 
Clearinghouse Data Base (see Appendix C, “Using the 
Federal Audit Clearinghouse Data Base.”) In cases of the 
continued inability or unwillingness of a subrecipient to 
have the required audits, the PTE is directed to take “ap­
propriate action using sanctions.”
You should make sure that your clients are aware that these sub­
recipient monitoring clarifications have been made, since they 
were made in the 2004 Compliance Supplement, which is typically 
considered audit guidance, rather than in other regulatory litera­
ture.
0MB Grant Streamlining Process
The simplification of federal grants management that was man­
dated by the Federal Financial Assistance Management Improve­
ment Act, P.L. 106—107, has the following objectives:
• To make it easier to find information on program and cross­
cutting compliance requirements in the Federal Register.
• To make the agency implementing regulations easier to use 
by issuing some of the OMB guidance in a form suitable 
for agency adoption.
• To streamline the application and reporting process for fed­
eral grants.
The changes in the federal cost principles (described in the sec­
tion of this Alert entitled “OMB Cost Principles Circulars”) is the 
most likely aspect of the current streamlining effort to affect the 
your Circular A -133 audits. Much of the remainder of the cur­
rent streamlining effort affects your clients as they go through the 
grant application and reporting process. Further information is 
on the OMB Internet site at www.whitehouse.gov/omb/grants.
Data Collection Form Developments
The FAC operates on behalf of OMB. Its primary purpose is to 
collect and disseminate single audit and program-specific audit
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information to federal agencies and the public. Your client is re­
sponsible for submitting to the FAC the required reporting pack­
age, including your audit reports, and the data collection form 
(Form SF-SAC). You are required to complete a significant por­
tion of the form before it is submitted.
You can download the data collection form from or fill it out on 
the FAC Internet site at www.harvester.census.gov/sac. That site 
also contains the form’s instructions. The FAC encourages you and 
your client to complete the submission online because its system 
provides edit checks that will increase the likelihood that the form 
will be accepted without errors. There are separate forms for audits 
of fiscal periods ending in 1997 to 2000, 2001 to 2003, and 2004 
to 2006. The 2004 to 2006 form should be used for audits cover­
ing fiscal periods ending in 2004, 2005, and 2006. Submissions 
covering fiscal periods with end dates before January 1, 2004, 
should use one of the prior versions of the data collection form.
A number of changes to the 2004 to 2006 form and its instructions 
affect the information that auditors enter. For example, the form’s 
instructions provide guidance on the entry of data in cases in which 
there are multiple opinions on the “opinion units” in a state or local 
government’s financial statements. In addition, the instructions 
discuss what to do if the audit of federal awards did not encompass 
the entirety of the client’s operations that expend federal awards. 
The form and instructions regarding the entry of major program 
data and findings also have been clarified and expanded.
The 2004 to 2006 form also requires your clients that are consid­
ered direct applicants (that is, the entity that made the grant ap­
plication to the federal government, including states, local, and 
tribal governments, and other entities receiving block or other 
mandatory grants) to enter their Data Universal Numbering Sys­
tem (DUNS) number(s) for submissions for fiscal periods ending 
in 2005. A DUNS number is a nine-digit identification sequence 
assigned by Dun & Bradstreet. Although not required, the form’s 
instructions also request that subgrantees indicate their DUNS 
number for submissions for fiscal periods ending in 2005. Your 
client is responsible for completing the section of the form relat-
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ing to the DUNS number. W e are discussing it in this Alert be­
cause there has been some confusion about it and your clients 
may ask for your assistance.
In 2004, the FAC also expanded the frequently asked questions 
document on its Internet site, which provides additional guid­
ance on completing the form. You also should note that the FAC 
maintains an online database of audit submissions. Appendix C 
discusses how you can use that database to help lessen the chance 
that your organizations audits have quality issues.
Help Desk—Auditors have found the FAC staff to be quite 
helpful in answering questions about the submission process.
For questions about submitting the data collection form and 
reporting packages, contact the FAC by email, phone, or fax. 
(govs.fac@census.gov; (301) 763-1551 (voice); (800) 253- 
0696 (toll free); or (301) 457-1592 (fax).) For questions re­
garding previous submissions, please call the FAC processing 
unit at (888) 222-9907.
0MB Cost Principles Circulars
Generally, Circulars A-21, A-87, and A -122 prescribe the cost ac­
counting policies associated with the administration of federal 
awards in the form of grants, contracts, and other agreements. 
Two exceptions follow:
• Federal awards administered by publicly owned hospitals 
and other providers of medical care are exempt from 
OMB’s cost principles circulars, but are subject to require­
ments promulgated by the sponsoring federal agencies 
(such as 45 Code of the Federal Regulations, Part 74, Ap­
pendix E, issued by HHS).
• For-profit entities and certain NPOs listed in Attachment 
C to Circular A -122 are subject to the cost principles set 
forth in Federal Acquisition Regulations, Section 31.2.
The cost principles applicable to a nonfederal entity apply to all fed­
eral awards received by the entity, regardless of whether the awards 
are received directly from the federal government or indirectly
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through a PTE. The circulars listed above describe selected cost 
items, allowable and unallowable costs, and standard methodologies 
for calculating indirect cost rates (such as methodologies used to re­
cover facilities and administrative costs at nonfederal entities).
As part of the process to implement the provisions of the Federal 
Financial Assistance Management Improvement Act (see the sec­
tion of this Alert entitled “OMB Grant Streamlining Process”), 
the OMB made the cost principles circulars consistent where it 
was appropriate. The M ay 10, 2004, Federal Register (69 FR 
25969) summarized the changes to the cost principles, which 
were effective June 9, 2004. The cost principles in the three cir­
culars now are in most cases substantially identical, but a few dif­
ferences still exist. According to OMB, “These differences are 
necessary because of the nature of the Federal/State/local/non- 
profit organizational structures, programs administered, and 
breadth of services offered by some grantees and not others.” Ul­
timately, the OMB intends to bring even more consistency to the 
cost principles; a working group is addressing the potential for a 
single set of principles for educational institutions, governments, 
and NPOs. Watch future Alerts for updates on that process.
Among the changes, the revised circulars revise the following cost 
types. In some cases, the change to a cost type is made in only one 
circular; for example, scholarships and student aid relevant to col­
leges and universities are covered by Circular A-21 but those which 
are relevant to other entities are covered by the other circulars).
• Advertising and • General government • Publication and
public relations expenses (A-87) printing costs
• Advisory councils • Goods or services for • Rearrangement and
personal use alteration costs
(A-21)
• Audit costs and • Idle facilities and • Reconversion costs
related services idle capacity
• Bad debts • Interest • Recruiting costs
• Bonding costs • Maintenance and • Relocation costs
repair costs
• Communication • Material costs • Rental costs o f
costs buildings and
equipment
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Contingency
provisions
Depreciation and 
use allowances
Donations and 
contributions
Employee morale, 
health, and welfare 
costs
Entertainment costs
Equipment and other 
capital expenditures
Executive lobbying 
costs
Fines and penalties
Fund raising and 
investment 
management costs
Meetings and 
conferences
Memberships, 
subscriptions and 
professional activity costs
Overtime, extra-pay 
shift, and multi shift 
premiums
Page charges in 
professional journals
Participant support 
costs
Patent costs 
Plant security costs
Preagreement costs
Professional service 
costs
Royalties and other 
costs for use o f 
patents
Scholarships and 
student aid costs 
(A-21)
Selling and 
marketing
Specialized service 
facilities (A-22 
and A -122)
Termination costs 
applicable to 
sponsored 
agreements
Training 
Travel costs
Auditors of research grantees also should be aware of a further 
change in the administrative requirements. In the January 28, 
2005, Federal Register (70 FR 4159), the federal offices of Science 
and Technology Policy, and the OMB established a uniform and 
streamlined core set of terms and conditions on research awards, 
to take effect 30 days after the notice.
You should review the changes to the cost principles and be famil­
iar with those that apply to your clients as you pursue the audit 
objectives set forth for such costs in the Compliance Supplement.
Refresher on Program-Specific Audits
Circular A -133 provides guidance not only on single audits, 
which include the entity’s financial statements, but also on program- 
specific audits, which are audits of an individual federal program. 
Section 235 of Circular A -133 governs and provides guidance on 
program-specific audits of governmental entities and NPOs.
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Two other circumstances give rise to program-specific audits, 
which may or may not be required to be performed under Circu­
lar A-133:
1. Program-specific audits of for-profit enterprises that are re­
quired by the terms of their federal awards to undergo a 
program-specific audit under Section 235 of Circular A-133
2. Other compliance audits conducted under the provisions 
of the various federal agency audit guides
W e periodically receive questions about these various program- 
specific audits and the following sections give a refresher of the 
various requirements.
Program-Specific Audit Requirements of Circular A-133
Program-specific audits are subject to the following sections of 
Circular A-133 as they may apply to those audits, unless contrary to 
the provisions of Section 235 of Circular A-133, a federal program- 
specific audit guide, or the program’s laws and regulations:
• Purpose, definitions, audit requirements, basis for determin­
ing the federal awards expended, subrecipient and vendor 
determinations, and relation to other audit requirements 
(Sections 100 through 215(b) of Circular A-133)
• Frequency of audits, sanctions, and audit costs (Sections 220 
through 230)
• Client responsibilities and auditor selection (Sections 300 
through 305)
• Follow-up on audit findings (Section 315)
• Submission of report (Sections 320(f) through 320(j))
• Agency responsibilities, including management decisions 
(Sections 400 through 405)
• Audit findings and working papers (Sections 510 through 
515)
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In many cases, a federal agency’s OIG will have issued a program- 
specific audit guide that provides guidance on internal control, 
compliance requirements, suggested audit procedures, and audit 
reporting requirements for a particular federal program. You 
should contact the OIG to determine whether such a guide is 
available and current (see the discussion below for guidance on 
out-of-date guides). If a current program-specific audit guide is 
available, you should follow GAS and the guide when performing 
a program-specific audit. If a program-specific audit guide is not 
available, you have basically the same responsibilities for the fed­
eral program as you have for an audit of a major program in a sin­
gle audit. In such a case, the guidance in Part 7 of the Compliance 
Supplement (or in Part 4, if  the program is listed there) might help 
you in developing an audit program.
Use of a Program-Specific Audit to Satisfy the Requirements of 
OMB Circular A -133
Section 200(c) of Circular A -133 states that when a recipient ex­
pends federal awards under only one federal program (excluding 
research and development) and the federal program’s laws, regula­
tions, or grant agreements do not require a financial statement 
audit of the recipient, the recipient may elect to have a program- 
specific audit performed in accordance with Section 235 of C ir­
cular A -133. Therefore, you and your client should determine 
whether there is a financial statement audit requirement before 
performing a program-specific audit. An example of a situation 
in which a program-specific audit would not be allowed is a not- 
for-profit college that receives student financial aid (SFA) (and no 
other federal awards). That is because the Higher Education Act 
of 1965, as amended, requires institutions that receive SFA to un­
dergo an annual financial statement audit. Under the provisions 
of Circular A-133, Section 200(c), a program-specific audit may 
not be elected for research and development unless all federal 
awards expended were received from the same federal agency (or 
the same federal agency and the same PTE) and that federal 
agency (or PTE, in the case of a subrecipient) approves a program- 
specific audit in advance.
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Program-Specific Audits o f For-Profit Enterprises
Many federal agencies grant federal awards to for-profit enterprises. 
Even though Circular A -133 does not apply to for-profit recipi­
ents, the terms of the federal award may nevertheless subject the 
award to Circular A-133 requirements. For example, the National 
Institutes of Health (NIH) explicitly permits a Circular A -133 
program-specific option for certain of its programs. If you audit a 
for-profit enterprise that is in that situation, you should follow the 
guidance described previously in this section. Further, your client 
should prepare a schedule of expenditures of federal awards (SEFA) 
for the program and follow certain other requirements as directed 
by the awarding agency or by A -133, if  applicable.
Other Federal Compliance Audits and Attestations in Which Cir­
cular A-133 is N ot Applicable. M any federal compliance audits 
and attestation engagements fall outside of the scope of Circular 
A-133. In most such cases, you should perform the engagement 
under GAS and the provisions of a specific federal program- 
specific audit guide. You should contact the federal agency’s OIG 
to determine whether such a guide is available and current (see 
the discussion below for guidance on out-of-date guides). Pro­
gram-specific audit guides typically provide guidance on the 
scope of the compliance audit or attestation engagement, internal 
control, compliance requirements, suggested audit procedures, 
and audit reporting requirements for a particular federal pro­
gram. Some of the more common audit guides in use for those 
types of audits are as follows:
• Consolidated Audit Guide f o r  Audits o f  HUD Programs 
(Handbook 2000 .04 , December 2001 revision). This 
Guide can be found at http://www.hud.gov/oig/oig2002. 
pdf (HUD is beginning the process of updating this guide 
and its OIG will release sections as they become available. 
Watch the AICPA’s The CPA Letter and future Alerts for 
further information.)
• Compliance Audits (Attestation Engagements) f o r  Lenders 
and Lender Servicers Participating in the Federal Family Ed­
ucation Loan Program (December 1996). This Guide can be
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found at http://www.ed.gov/about/offices/list/oig/nonfed/ 
lsguide.pdf
• Agreed-Upon Procedures Guide (Attestation Engagement) Ex­
ceptional Performance Status For Federal Family Education 
Loan Program (FFELP) at Participating Lenders and Lender 
Servicers (August 2003). This Guide can be found at http:// 
www.ed.gov/ about/offices/list/oig/ nonfed/epguidefinal.pdf
• Audits o f  Guaranty Agency Servicers Participating in the Fed­
eral Family Education Loan (FFEL) Program (March 2000). 
This Guide can be found at http://www.ed.gov/about/offices/ 
list/oig/nonfed/gagd0316.pdf
• Audits o f  Federal Student Financial Assistance Programs at 
Participating Institutions and Institution Servicers (January 
2000). This Guide can be found at http://www.ed.gov/about/ 
offices/list/oig/nonfed/sfgd2000.pdf
• Passenger Facility Charge Audit Guide f o r  Public Agencies 
(September 2000). This Guide can be found at http:// 
www.faa.gov/ arp/financial/pfc/paaudit.pdf
• Program-Specific Audit Guidelines f o r  Advanced Technology 
Program (ATP) Cooperative Agreements with Single Companies 
(September 1999). This Guide can be found at http:// 
www.atp.nist.gov/atp/psag-co.htm
• Audit Program, USDA Rural Rental Housing Program (Issued 
September 2004). This Guide can be found at http:// 
www.usda.gov/ oig/webdocs/FINALAUDPROG050414.pdf
The USDA also has several audit guides for certain of its pro­
grams that can be found at www.usda.gov/oig/rptsauditsgde.htm.
The OIGs of federal agencies that have published agency audit 
guide reports have reported that they have noted certain deficien­
cies in the related work that they have reviewed. In some cases, 
they have found that auditors have failed to report as directed by 
the appropriate federal audit guide. (This assumes that the re­
porting guidance in the federal audit guide is up to date. See 
“Some Federal Agency Audit Guides are out of Date,” below). In
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other cases, for-profit organizations, nonprofits, and public hous­
ing authorities (PHAs) and their auditors have not followed the 
requirements outlined in HUD's Guidelines on Reporting and At­
testation Requirements o f  Uniform Financial Reporting Standards 
(UFRS) fo r  Public Housing Authorities, Not-For-Profit Multifamily 
Program Participants and For Profit Multifamily Program Partici­
pants. This HUD document provides guidance to PHAs and 
multifamily participants receiving HUD financial assistance and 
their auditors in meeting HUD audit reporting requirements and 
requirements for filing financial information electronically with 
the HUD Real Estate Assessment Center (REAC). Specific prob­
lems identified include the omission of the required supplemen­
tal schedules and omission of required Statement on Auditing 
Standards (SAS) No. 29, Reporting on Information Accompanying 
the Basic F inancial Statements in Auditor-Submitted Documents 
(AICPA, Professional Standards, vol. 1, AU sec. 551), as amended, 
reporting on these schedules. See “Additional Electronic Submis­
sion Requirements of Certain Federal Agencies” below for further 
information on the HUD guidance document.
Some Federal Agency Audit Guides Are Out of Date
When you perform a program-specific audit under the provisions 
of a federal agency audit guide, you should ensure that the guide 
is current. There are many situations in which federal agencies do 
not update their guides for changes in compliance requirements 
or in authoritative auditing standards and requirements. If there 
have been significant changes to a program’s compliance require­
ments and the related program-specific audit guide has not been 
updated for those changes, you should follow Section 235 of Cir­
cular A -133 and the Compliance Supplement in lieu of the out­
dated guide. If a guide is current w ith regard to a program’s 
compliance requirements but has not been updated to conform 
to current authoritative auditing standards and requirements, you 
should follow the compliance requirements in the guide but 
apply current professional standards and guidance in lieu of the 
outdated or inconsistent standards and guidance in the guide.
Help Desk—When performing an audit under a federal
agency audit guide, you should consider contacting the related
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OIG to determine whether a guide is current. (Federal agency 
contacts are in Appendix 3 of the Compliance Supplement.)
Additional Electronic Submission Requirements of Certain 
Federal Agencies
Several federal agencies have issued regulations requiring that 
grantees and other federal program participants submit certain fi­
nancial and compliance information electronically. For example, 
ED requires its award recipients to submit compliance and finan­
cial statement audit information to its eZ-Audit site. Similarly, 
the HUD REAC requires the electronic submission of financial 
and compliance information for PHAs, NPO, and for-profit 
multifamily participants.
You and your clients should note that submissions under ED and 
HUD requirements do not replace the normal submission re­
quirements of the reporting package and with the FAC. See the 
section of this Alert “Issues with Submissions to ED's eZ-Audit” 
for a discussion of deficiencies noted by ED in submissions 
through eZ-Audit.
Help Desk—A summary of how eZ-Audit works is on the In­
ternet at www.ezaudit.ed.gov. Additionally, HUD has issued a 
document entitled Guidelines on Reporting and Attestation Re­
quirements o f  Uniform Financial Reporting Standards (UFRS): For 
Public Housing Authorities, Not-for-Profit Multifamily Program 
Participants, For-Profit Multifamily Program Participants, and 
their Independent Accountants. This HUD document provides 
guidance to PHAs and multifamily participants receiving HUD 
financial assistance and their auditors in meeting HUD audit re­
porting requirements and requirements for filing financial infor­
mation electronically with HUD REAC. The guide is on the 
Internet at www.hud.gov/offices/reac/pdf/ufrs_22801.pdf.
The Sarbanes-Oxley Act of 2002
The Sarbanes-Oxley Act of 2002 (Sarbanes-Oxley) (PL. 107-204, 
July 30, 2002) directs the PCAOB to establish auditing and related 
attestation, quality control, ethics, and independence standards to
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be used by registered public accounting firms in the preparation 
and issuance of audit reports of issuers. Issuers, as defined by 
Sarbanes-Oxley, and other entities when prescribed by the rules of 
the Securities and Exchange Commission (SEC), and their public 
accounting firms (which must be registered with the PCAOB) are 
subject to the provisions of Sarbanes-Oxley, implementing SEC 
regulations, and the rules and standards of the PCAOB, as appro­
priate. Other entities, including governments and NPOs, are non­
issuers and thus Sarbanes-Oxley does not subject their audits to 
PCAOB standards.
Although many entities that are subject to GAS are nonissuers, 
some are issuers, and some issuers are subject to compliance audits 
of federal awards. For example, a public technology company may 
receive an award from the National Institute of Standards and 
Technology (NIST) or the NIH, and the terms of this award may 
require a compliance audit. The GAO has recently issued guidance 
for issuers that are subject to both the standards of the PCAOB and 
GAS. The section of this Alert entitled “Government Auditing 
Standards Audits Also Performed in Accordance with PCAOB 
Standards,” discusses that guidance. The GAO also has stated that 
it will be monitoring the actions of the AICPA and PCAOB to de­
termine whether any changes, updates, or clarifying guidance 
needs to be added to its auditing standards. For that reason, you 
may wish to follow developments related to Sarbanes-Oxley.
Some nonissuers may choose to have an audit conducted in ac­
cordance with both GAAS and PCAOB auditing standards. Con­
sequently, the AICPA addressed the reporting for such 
engagements in Interpretation 18 of Statement on Auditing Stan­
dards (SAS) No. 58, Reports on A udited F inancia l Statements 
(AICPA, Professional Standards, vol. 1, AU sec. 508), as amended. 
(See the section below “Recent AICPA Auditing and Attestation 
Interpretations” for further discussion.) Additionally, the 
PCAOB Staff Questions and Answers, Audits o f  Financial State­
ments o f  Non-Issuers P erform ed Pursuant to the Standards o f  the 
Public Company Accounting Oversight Board, was issued on June 
30, 2004, to address the implications of PCAOB Auditing Stan­
dard No. 1, References in Auditors’ Reports to the Standards o f  the
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Public Company A ccounting Oversight Board  (AICPA, PCAOB 
Standards and  Related Rules), as well as Sarbanes-Oxley and other 
PCAOB rules on those engagements. That staff document indi­
cates that for those engagements, the auditor's report may refer to 
the auditing standards of the PCAOB (rather than to all of its 
standards), and discusses the nature of the standards encom­
passed by such a reference. It also explains that if  a nonissuer 
elects to have its financial statements audited pursuant to the 
PCAOB standards, it need not also have its internal control over 
financial reporting audited pursuant to PCAOB Auditing Stan­
dard No. 2, An Audit o f  Internal Control Over Financial Reporting 
Perform ed in Conjunction With an Audit o f  Financial Statements 
(AICPA, PCAOB Standards and Related Rules, AU sec. 320).
Guidance on reporting under PCAOB standards also has been 
provided in the GAS/A-133 Guide. The section of this Alert en­
titled “Audit and Attestation Issues and Developments” discusses 
those efforts.
Help Desk—For information about the Sarbanes-Oxley Act, 
see the Sarbanes-Oxley Act/PCAOB Implementation section 
of the AICPA Internet site at www.aicpa.org/sarbanes/index.asp. 
That section includes background information; links to 
AICPA implementation guidance; and information on the ac­
tivities of federal regulators, state regulators, and the PCAOB. 
Further, the AICPA answers individual questions on the Sar­
banes-Oxley hotline at (866) 265-1977. The PCAOB Internet 
site (www. pcaobus.org) provides additional information. In 
particular, the PCAOB Staff Questions and Answers is at 
www.pcaobus.org/ Standards/Staff_Questions_and_Answers/ 
index.asp. In addition, you may want to periodically look at 
the GAO Internet site at www.gao.gov/govaud/ybk01.htm to 
follow any GAO actions or guidance issued in this area. That 
site includes GAO comment letters on AICPA and PCAOB 
proposals.
Audit and Attestation Issues and Developments
This section discusses auditing and attestation proposals and stan­
dards, Audit and Accounting Guides, and other guidance relevant
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to GAS and Circular A-133 audits that have been issued, revised, 
or become effective since the publication of the 2003 Alert. For 
information on AICPA and GAO guidance issued subsequent to 
the writing of this Alert, please refer to the AICPA Internet site at 
www.aicpa.org/members/div/auditstd/technic.htm and the GAO 
Internet site at www.gao.gov/govaud/ybk01.htm. You also may 
look for announcements of newly issued proposals and standards 
in the CPA Letter, including the Members in Government Supple­
ment; the Jou rna l o f  Accountancy, and the quarterly electronic 
newsletter “In Our Opinion” issued by the AICPA’s Audit and 
Attest Standards team at www.aicpa.org/members/div/auditstd/ 
opinion/index.htm.
Government Auditing Standards
GAO Has Changed Its Name
Effective Ju ly 7, 2004, the GAO’s legal name became the Gov­
ernment Accountability Office. The change, which better reflects 
the modern professional services organization GAO has become, 
is the most visible provision of the GAO Human Capital Reform 
Act of 2004 (P. L. 108-271, Ju ly 7, 2004).
Applicability of Government Auditing Standards
We are sometimes asked when entities are required to have a fi­
nancial statement audit conducted in accordance with GAS. GAS 
applies to the audits of governmental entities, programs, activi­
ties, and functions, and of government assistance administered by 
contractors, NPOs, and other nongovernmental entities, when 
required by statute or other mandates or when auditors hold 
themselves out as following those standards. The Single Audit Act 
and Circular A -133 require the use of GAS in Circular A -133 au­
dits of states, local governments, and NPOs. Other laws, regula­
tions, agreements, contracts, or other authoritative sources could 
require the use of GAS as well. In particular, state and local laws 
and regulations may require auditors of state and local govern­
ments to follow GAS. For example, rules of the Florida Auditor 
General adopt GAS as the standards for auditing local govern­
ments pursuant to Florida law.
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We also are sometimes asked about possible sources of information 
for determining whether an auditee that is not subject to a Circular 
A -133 audit is required to have an audit conducted in accordance 
with GAS. Sources to check for such audit requirements could in­
clude the state certified public accountant (CPA) society, the state 
board of accountancy, the auditee, the client's internal auditor, and 
the state auditor or other state official with audit oversight respon­
sibility. If the auditee is not subject to a Circular A-133 audit, you 
also could consult with entities that provide significant financial as­
sistance to the auditee for their audit requirements.
2003 Revision to Government Auditing Standards
As discussed in the section of this Alert entitled “Applicability of 
Government Auditing Standards," there are various situations in 
which you are required to conduct audits in accordance with 
GAS. If you are conducting audits or other engagements in ac­
cordance with GAS, you should be fam iliar w ith the require­
ments of the 2003 revision to GAS, which is a comprehensive 
revision of the 1994 version and its Amendments No. 1 through 
No. 3. (The contents of the amendments were incorporated into 
the revision.) Appendix B, “Changes to G overnment Auditing 
Standards" explains the effective dates of the revisions and sum­
marizes the most significant changes.
The AICPA GAS/A-133 Guide incorporates the provisions of the 
2003 revision to GAS for financial audits as they relate to finan­
cial statement and Circular A -133 audits.
Help Desk—You can obtain the 2003 revision to GAS and a 
summary of the significant changes it makes to the 1994 ver­
sion of the standards from the GAO Internet site at www.gao. 
gov/govaud/ybk01.htm. That site includes other GAS-related 
documents, CPE guidance, and a list of frequently asked ques­
tions regarding the GAS independence rules.
Government Auditing Standards Continuing Professional 
Education Requirements
In April 2005, the GAO issued Technical Amendment to the 
CPE Requirements of the 2003 Revision of Government Audit-
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ing Standards (the amendment) and Guidance on GAGAS Re­
quirements for Continuing Professional Education (CPE Guid­
ance). The provisions of those requirements are effective for CPE 
measurement periods beginning on or after June 30, 2005, with 
early application encouraged.
The amendment, which amends paragraph 3.45 of GAS, creates 
a partial exemption from the GAS CPE requirement for certain 
auditors. That partial exemption had been created in the 2003 re­
vision of GAS. It provides that every two years, each auditor 
(whether certified or not) performing audits in accordance with 
GAS who (1) is involved in the planning, directing, or reporting 
on the audit or attestation engagement or (2) charges at least 20 
percent annually of his or her time to audits and attestation en­
gagements following GAS, should complete at least 80 credit 
hours of training that directly enhances the person’s professional 
proficiency to perform audits or attestation engagements. Audi­
tors solely performing fieldwork and not planning, directing, or 
reporting on the auditor attestation requirements should receive 
at least 24 hours of training in subjects directly related to govern­
ment auditing, the government environment, or the specific or 
unique environment in which the audited entity operates but are 
exempt from the remainder of the 80-hour requirement. The 
amendment continues to require that at least 20 of those hours be 
completed in each year of the two-year period. In addition, every 
two years, each auditor performing audits in accordance with 
GAS, including auditors exempted from the 80-hour require­
ment, should receive at least 24 hours of training in subjects di­
rectly related to government auditing, the government 
environment, or the specific or unique environment in which the 
audited entity operates.
The amendment also deletes footnote 35 to paragraph 3.45 of 
GAS, which provides that individual auditors have two years 
from the date they start an audit or attestation engagement con­
ducted under GAS to comply with the CPE requirements. In­
stead, CPE Guidance states that auditors hired or assigned to a 
GAS audit or attestation engagement after the beginning of an 
audit organization’s two-year CPE period should complete a pro-
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rated number of CPE hours. The required number of prorated 
hours is calculated based on the number of full six-month inter­
vals remaining in the CPE period.
CPE Guidance replaces the 1991 Interpretation o f  Continuing Ed­
ucation and Training Requirements and the GAO's Internet Notice 
issued in March 2004 that amended paragraph 46 of the Inter­
pretation. That notice explained and provided examples of how 
taxation courses should support the subject matter of the GAS 
engagement to count towards the 80-hour requirement. It also 
explained how CPE that satisfies GAS requirements may or may 
not satisfy the CPE requirements of state licensing bodies and 
professional organizations (and vice versa). The notice explained 
and provided examples of how that change in the CPE require­
ments became effective beginning in 2004.
Among its contents, CPE Guidance expands upon the training 
topics and subjects listed in GAS in which training may con­
tribute to auditors’ professional proficiency to perform audits or 
attestation engagements. It also discusses and provides examples 
of training subjects and topics that may be considered directly re­
lated to government auditing, the government environment, or 
the specific or unique environment in which the audited entity 
operates for purposes of the 24-hour requirement. Notable in 
that discussion is that such subjects may include train ing on 
AICPA SASs for fieldwork and reporting and AICPA SSAEs. 
CPE Guidance incorporates most of and expands upon the provi­
sions of the Internet notice issued in M arch 2004 (described 
above) that amended paragraph 46 of the previous Interpretation. 
CPE Guidance states that tax services that are not related to the 
subject matter of audits performed in accordance with Govern­
m ent Auditing Standards and, accordingly, CPE related to those 
unrelated tax services generally would not qualify as Government 
Auditing Standards CPE. CPE Guidance provides examples of tax 
training that would and would not qualify as Government Audit­
ing Standards CPE.
Until the requirements of CPE Guidance become effective or are 
applied early, an audit organization is subject to the requirements
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of the 1991 CPE Interpretation and the March 2004 Internet 
Notice. Audit organizations should adopt CPE Guidance in its 
entirety.
Government Auditing Standards A u dits  Also Performed in 
Accordance With PCAOB Standards
In M ay 2005, GAO posted an Internet Notice entitled “Guid­
ance on Complying with Government Auditing Standards Re­
porting Requirements for the Report on Internal Control for 
Audits of Certain Entities Subject to the Requirements of the 
Sarbanes-Oxley Act of 2002 and Government Auditing Stan­
dards.” M any entities that are subject to GAS are nonissuers, in­
cluding state and local governments and NPOs. However, some 
entities that are subject to GAS are issuers. Such issuers may in­
clude, for example, lending institutions that participate in feder­
ally sponsored loan programs such as housing and education.
The GAO notice states that GAS may be used in conjunction 
with professional standards issued by other authoritative bodies, 
such as PCAOB, even though those standards are not incorpo­
rated into GAS. To facilitate reporting internal control deficien­
cies identified during audits conducted under both PCAOB 
standards and GAS, to ensure the consistency of information in­
cluded in the GAS report on internal control, and to assist audi­
tors in complying with GAS, the notice provides the following:
• The report on internal control required by GAS may be 
prepared based on the definition of material weakness con­
tained in PCAOB Auditing Standard No. 2, rather than the 
definitions of material weakness and reportable condition  
under the AICPA standards. Auditors who prepare that re­
port on internal control using the PCAOB’s definition of 
material weakness also should include in their report any 
other significant deficiencies, as defined in PCAOB Auditing 
Standard No. 2, that would have otherwise been considered 
to be a reportable condition if  the definition in AICPA 
standards had been used. Auditors should include control 
deficiencies that meet the definition of significant deficien­
cies as defined in PCAOB’s Auditing Standard No. 2 but are
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not reported in the report on internal control required by 
GAS in the management letter required by paragraph 5.16 
of GAS, along with any other control deficiencies noted un­
less clearly inconsequential,
• If auditors elect to prepare the report on internal control 
required by GAS on the basis of the definition of material 
weakness contained in PCAOB's Auditing Standard No. 2 
rather than the AICPA’s definitions of material weakness 
and reportable condition, that report should clearly state 
that the PCAOB standards and definitions were used, de­
scribe the scope of work performed, and provide appropri­
ate definitions of PCAOB terminology.
• Auditors should comply with all other relevant GAS re­
quirements related to reporting internal control deficien­
cies, including the following:
— Developing findings to the extent possible (See GAS, 
paragraph 5. 15.)
— Providing recommendations for corrective action if  
findings are sufficiently developed (See GAS, paragraph 
5.15.)
— Preparing a management letter addressing all other con­
trol deficiencies not included in the report on internal 
control unless clearly inconsequential (See GAS, para­
graph 5.16.)
— Obtaining views of responsible officials (See GAS, para­
graphs 5.25 through 5.30.)
— Ensuring appropriate report distribution (See GAS, 
paragraphs 5.34 through 5.38.)
Help Desk—The Internet Notice is at www.gao.gov/govaud/ 
ybk01.htm.
Reference to Other Auditors in the Government Auditing 
Standards Report
According to peer reviews and AICPA Professional Ethics Divi­
sion investigations, auditors sometimes refer to the reports of
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other auditors in their report on the financial statements, but not 
in the GAS report. Footnotes to the introductory paragraph of the 
GAS reports in the GAS/A-133 Guide state that the paragraph 
should describe any departure from the standard report on the fi­
nancial statements and provides examples of such departures, in­
cluding references to the reports of other auditors. The AICPA’s 
State and Local Government Expert Panel (the Expert Panel) be­
lieves the GAS/A-133 Guide should provide additional guidance 
about that requirement, including illustrative wording in the GAS 
report for a reference to other auditors. The Expert Panel also will 
be considering various related issues, such as the extent to which 
and under what circumstances, if  any, principal auditors should 
include the findings of other auditors in their own GAS reports. 
Those changes would be made in a future edition of the GAS/A- 
133 Guide. Pending that guidance, we want to remind you of the 
requirement and suggest that you ensure that you have referred to 
the work of other auditors in your GAS reports when your finan­
cial statement reports refer to the work of other auditors.
ASB Standards on the Internet
The AICPA is making available on its Internet site, free of charge, 
the auditing and attestation standards, and Interpretations and 
quality control standards promulgated by the ASB.
Help Desk—The ASB standards are at www.aicpa.org/members/ 
div/auditstd/auth_lit_for_nonissuers.htm. You can obtain 
hard copies of AICPA standards and other guidance by calling 
(888) 777-7077 or on the Internet at www.cpa2biz.com.
Recent AICPA Auditing and Attestation Interpretations
Interpretations to SAS No. 58
In June 2004, the ASB issued two Interpretations of SAS No. 58, 
Reports on A udited F inancia l Statements (AICPA, Professional 
Standards, vol. 1, AU sec. 508), as amended. Interpretation No. 
17, “Clarification in the Audit Report of the Extent of Testing of 
Internal Control Over Financial Reporting in Accordance W ith 
Generally Accepted Auditing Standards” (AICPA, Professional
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Standards, vol. 1, AU sec. 9508.85-.88), provides illustrative lan­
guage in the auditor's report to clarify that an audit performed in 
accordance with GAAS does not require the same level of testing 
and reporting on internal control over financial reporting as an 
audit of an issuer for whom Section 404(a) of the Sarbanes-Oxley 
Act of 2002 is applicable. Interpretation No. 18, “Reference to 
PCAOB Standards in an Audit Report of a Nonissuer” (AICPA, 
Professional Standards, vol. 1, AU sec. 9508.89—.92,) clarifies the 
applicability of GAAS and provides illustrative language for a 
dual reference reporting situation in which the audit was con­
ducted in accordance with GAAS and also in accordance with the 
auditing standards of the PCAOB.
Interpretations to SAS No. 62
SAS No. 62, Special Reports (AICPA, Professional Standards, vol. 
1, AU sec. 623), as amended, establishes requirements for report­
ing on audits of financial statements that are prepared in confor­
m ity w ith a comprehensive basis of accounting other than 
generally accepted accounting principles (GAAP), known as other 
comprehensive bases o f  accounting, or OCBOA. Certain federal re­
cipients present OCBOA financial statements and Schedule of 
Expenditures of Federal Awards (SEFAs). If your client presents 
such statements and SEFAs, you should consult Interpretations 
No. 14 and No. 15, discussed below, and the discussion of 
OCBOA in the AICPA Audit and Accounting Guide Audits o f  
State and Local Governments.
In January 2005, the ASB modified two auditing interpretations 
and issued a new auditing interpretation relating to SAS No. 62, 
as amended. One of the new interpretations relates solely to in­
surance enterprises and for that reason is not addressed here. 
However, the other revised interpretation and the new interpreta­
tion apply to all OCBOA presentations.
The ASB revised Interpretation No. 14, “Evaluating the Ade­
quacy of Disclosure and Presentation in Financial Statements 
Prepared on the OCBOA Basis of Accounting” (AICPA, Profes­
sional Standards, vol. 1. AU sec. 9623.90—.95), to clarify that it
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applies to all OCBOA presentations, including financial state­
ments prepared in conformity with the requirements of a govern­
mental regulatory agency. Previously, the title and some of the 
guidance in Interpretation No. 14 implied that it only related to 
the cash, modified-cash, and income-tax bases of accounting. 
However, paragraphs 9 and 10 of SAS No. 62 (which are the 
paragraphs interpreted by Interpretation No. 14) clearly indicate 
that the guidance relating to evaluating the adequacy of disclo­
sure and presentation applies to all OCBOA presentations, in­
cluding regulatory presentations. The title of the Interpretation 
also was clarified to indicate that the guidance relates not only to 
disclosure but also to presentation.
Interpretation No. 15, “Auditor Reports on Regulatory Account­
ing or Presentation When the Regulated Entity Distributes the 
Financial Statements to Parties Other Than the Regulatory 
Agency Either Voluntarily or Upon Specific Request” (AICPA, 
Professional Standards, vol. 1. AU sec. 9623.96-.98) is new. SAS 
No. 62 generally requires the auditor’s report on financial state­
ments that are prepared in conformity with requirements of a 
governmental regulatory agency to be restricted use. That is, a 
statement is added at the end of the report indicating that it is in­
tended solely for the use of the entity and related regulatory agen­
cies. Interpretation No. 15 provides clarification to paragraph 
5(f) of SAS No. 62 regarding the appropriate form of the audi­
tor’s report when the entity plans to distribute its regulatory fi­
nancial statements to parties other than the related regulatory 
agencies, either voluntarily or upon specific request. In that cir­
cumstance, the Interpretation states that the auditor should use 
the standard form of report modified as appropriate because of 
the departures from GAAP and then in an additional paragraph 
express an opinion on whether the financial statements are pre­
sented in conformity with the regulatory basis of accounting. The 
Interpretation also includes an illustrative auditor’s report. An ex­
panded illustrative report based on the Interpretation also has 
been added to the AICPA Audit and Accounting Guide State and  
Local Governments.
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Interpretation on Attestation Reports under Government 
Auditing Standards
As discussed in the section of this Alert entitled “2003 Revision 
to Government Auditing Standards," the GAO issued a major revi­
sion to GAS in June 2003. One change was the addition of a 
chapter on attestation engagements that sets forth general, field­
work, and reporting standards for engagements conducted in ac­
cordance with GAS. GAS incorporates the AICPA’s general 
standard on criteria, its fieldwork standards, and its reporting 
standards for attestation engagements, and prescribes additional 
standards. For example, paragraph 6.28 of GAS prescribes addi­
tional reporting standards that go beyond the standards of report­
ing set forth in the AICPA’s Statements on Standards for 
Attestation Engagements (SSAEs).
Certain federal audit guides require practitioners to perform at­
testation engagements under GAS. Examples are the ED Guides 
Compliance Audits (Attestation Engagements) f o r  Lenders and  
Lender Servicers Participating in the Federal Family Education Loan 
Program  and Agreed-Upon Procedures Guide (Attestation Engage­
ment) Exceptional Performance Status For Federal Family Education 
Loan Program (FFELP) a t Participating Lenders and Lender Ser­
vicers that are cited  in the section o f  this Alert titled  “Refresher on 
Program-Specific Audits. ”
The AICPA received a number of inquiries about the wording of 
the attestation report when the engagement is conducted in ac­
cordance with both GAS and the AICPA attestation standards. In 
December 2004, the AICPA issued an Interpretation to chapter 
1, “Attest Engagements,” of SSAE No. 10, Attestation Standards: 
Revision and Recodification (AICPA, Professional Standards., vol. 2, 
AT sec. 101), as amended. Interpretation No. 6, “Reporting on 
Attestation Engagements Performed in Accordance W ith Govern­
ment Auditing Standards" (AICPA, Professional Standards, vol. 2, 
AT sec. 9101.56—.58), explains how an attestation report should 
be modified when an engagement is conducted in accordance 
with GAS. Those modifications include a reporting of matters— 
certain deficiencies in internal control, fraud, noncompliance,
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and abuse— as required by GAS. The Interpretation also provides 
an illustrative attestation report.
Help Desk—The Interpretation is on the Internet at www. 
aicpa.org/download/auditstd/announce/final_Attestation_ In­
terpretation_No_6_GAO.pdf.
Proposed AICPA Auditing and Attestation Standards
The AICPA’s ASB has issued several proposed SASs and a pro­
posed SSAE that will likely have a future effect on your GAS and 
Circular A -133 engagements. A brief description of each follows.
Help Desk—EDs of proposed SASs and SSAEs are at www. 
aicpa.org/ members/div/auditstd/drafts.htm.
Proposed SAS on Audit Documentation
In March 2005, the ASB issued an exposure draft of a proposed 
SAS, Audit Documentation, that would supersede and be signifi­
cantly more specific than SAS No. 96, Audit D ocum entation  
(AICPA, Professional Standards, vol. 1, AU sec. 339). The pro­
posed SAS would establish standards and provides guidance to an 
auditor of a nonissuer regarding the audit documentation for au­
dits of financial statements or other financial information being 
reported on. Audit reviewers consider audit documentation to be 
an essential element of determining audit quality, including the 
quality of audits conducted under GAS and Circular A -133. As is 
evident from the discussion of audit deficiencies in Appendix A 
of this Alert entitled “Overview of the Key Components of a Sin­
gle Audit and Related Audit Deficiencies,” problems with audit 
documentation may be the root of many quality problems. In de­
veloping this exposure draft, the ASB considered and where ap­
propriate incorporated the standards of the GAO and the 
International Auditing and Assurance Standards Board, the doc­
umentation requirements of the PCAOB, and suggestions re­
ceived from the National Association of State Boards of 
Accountancy.
The proposed SAS is significantly more specific than SAS No. 96. 
It requires you as the auditor, when preparing audit documenta­
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tion, to consider the needs of an “experienced auditor” having no 
previous connection with the audit, to understand the procedures 
performed, the evidence obtained, and the specific conclusions 
reached. That concept is likely to be familiar to you because GAS 
contains a similar requirement. The proposed SAS provides en­
hanced guidance concerning matters that should be documented 
and the retention of documentation. It also requires you to docu­
ment audit evidence that is contradictory or inconsistent with the 
final conclusions, including an explanation of how you addressed 
the contradiction or inconsistency. The proposed SAS requires 
you to assemble, within 60 days following the delivery of the au­
ditor’s report to the entity, the audit documentation that forms 
the final audit engagement file. (Some states may require that this 
be done within a shorter period.) After that date, the proposed 
SAS precludes you from deleting or discarding existing audit doc­
umentation, and requires that you appropriately document any 
subsequent additions or changes. The proposed SAS specifies a 
minimum file retention period that ordinarily is not expected to 
be shorter than five years from the date of the auditor’s report. In 
addition to the proposed SAS, the exposure draft includes pro­
posed amendments to SAS No. 1, Codification o f  Auditing Stan­
dards and Procedures (AICPA, Professional Standards, vol. 1, AU 
sec. 530.01 and .05, “Dating of the Independent Auditor’s Re­
port”). The proposed amendment requires that your report not 
be dated earlier than the date on which you have obtained suffi­
cient competent audit evidence to support the opinion on the fi­
nancial statements. It also proposes an amendment to SAS No. 
95, Generally Accepted Auditing Standards (AICPA, Professional 
Standards, vol. 1, AU sec. 150.05). That amendment requires 
audit documentation justifying a departure from the SASs.
Proposed SAS and SSAE on Defining Professional Requirements
In March 2005, the ASB issued a combined exposure draft of a 
proposed SAS, Defining Professional Requirements in Statements on 
Auditing Standards, and a proposed SSAE, D efining Professional 
Requirements in Statements on Standards f o r  Attestation Engage­
ments. The exposure draft defines the terminology the ASB will 
use to describe the degrees of responsibility that the requirements
35
impose on the auditor or the practitioner. For example, the ED 
states that a requirement is indicated by the words “must” or “is 
required.” It adds that the auditor or practitioner is required to 
comply with a presumptive requirement— one indicated by the 
word “should”— in all cases in which the circumstances exist to 
which the presumptive requirement applies. In rare circumstances, 
the auditor or practitioner may depart from a presumptive re­
quirement provided the auditor documents the justification for 
departure and how alternative procedures performed in the cir­
cumstances were sufficient to achieve the objectives of the pre­
sumptive requirement. The ED proposes to apply the provisions 
of the Statements to existing SASs and SSAEs. The specific terms 
used to define professional requirements in the proposed SAS are 
not intended to apply to interpretive publications issued under the 
authority of the ASB, such as auditing Interpretations of the SASs, 
auditing guidance included in AICPA Audit and Accounting 
Guides, and AICPA auditing Statements of Position.
Communication of Internal Control Related Matters Noted 
in an Audit
The ASB is soon expected to issue a proposed SAS to supersede 
SAS No, 60, Communication o f  Internal Control Related Matters 
Noted in an Audit (AICPA, Professional Standards, vol. 1, AU sec. 
325), as amended. The proposed SAS will likely:
• Replace the term reportable condition with the term signifi­
cant deficiency, and define the terms sign ificant deficiency 
and material weakness consistent with the definitions of 
those terms in PCAOB standards.
• Address the effect of multiple individually insignificant de­
ficiencies that have a common theme.
• Require the auditor to report in writing to management 
and those charged with governance significant deficiencies, 
identifying those that are considered to be material weak­
nesses, if  applicable. (Reporting will be required even if  the 
matters have been reported in connection with previous au­
dits.) Both GAS and Circular A -133 contain requirements
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for the reporting of reportable conditions. If the expected 
proposed SAS is finalized, the AICPA will work with GAO 
and OMB on appropriate revisions to the GAS and Circu­
lar A -133 reporting requirements, resulting in possible fu­
ture report wording changes in the GAS and C ircular 
A -133 reports.
Both GAS and Circular A -133 contain requirements for the re­
porting of reportable conditions. If the expected proposed SAS is 
finalized, the AICPA will work with GAO and OMB on appro­
priate revisions to the GAS and Circular A -133 reporting require­
ments, resulting in possible future report wording changes in the 
GAS and Circular A -133 reports.
New Framework for the Audit Process
In June 2005, the ASB issued a revised ED proposing eight SASs 
relating to the auditor’s risk assessment process. (The original ED 
was issued in December 2002.) The ASB believes that the require­
ments and guidance it proposes, if  adopted, would result in a sub­
stantial change in audit practice and in more effective audits. The 
primary objective of the proposed SASs is to enhance auditors’ ap­
plication of the audit risk model in practice by requiring:
• A more in-depth understanding of the entity and its envi­
ronment, including its internal control, to identify the 
risks of material misstatement in the financial statements 
and what the entity is doing to mitigate them.
• A more rigorous assessment of the risks of material mis­
statement of the financial statements based on that under­
standing.
• Improved linkage between the assessed risks and the na­
ture, timing, and extent of audit procedures performed in 
response to those risks.
The proposed SASs will establish standards and provide guidance 
concerning the auditor’s assessment of the risks of material mis­
statement in a financial statement audit, and the design and per­
formance of audit procedures whose nature, timing, and extent
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are responsive to the assessed risks. Additionally, they Avill estab­
lish standards and provide guidance on planning and supervision, 
the nature of audit evidence, and evaluating whether the audit ev­
idence obtained affords a reasonable basis for an opinion regard­
ing the financial statements under audit. The ASB anticipates 
issuing final standards by the end of 2005.
Independence Requirements under AICPA Rules, GAS, and 
Circular A-133
If you perform audits under GAS (including Circular A-133 au­
dits), you should be aware of the independence rules in those 
standards and regulations, as well as the independence rules of 
the AICPA. In a GAAS audit, AICPA members are required to 
comply with the AICPA’s Code of Professional Conduct Rule 
101, Independence (AICPA, Professional Standards, vol. 2, ET sec. 
101). AICPA Ethics Interpretation 101-3, Performance o f  Nonat­
test Services (AICPA, Professional Standards, vol. 2, ET sec. 
101.05), establishes requirements that members should meet to 
perform nonattest services for an attest client without impairing 
independence with regard to that client. In 2003, the AICPA’s 
Professional Ethics Executive Committee (PEEC) issued a revi­
sion of that Interpretation requiring that (1) the member should 
not perform management functions or make management deci­
sions for the attest client, (2) the client must agree to and demon­
strate competence to perform certain functions in connection 
with the engagement to perform nonattest services, including 
making all management decisions, performing all management 
functions, and accepting responsibility for the results of the ser­
vices, and (3) the member should establish and document in 
writing the understanding with the client about certain matters, 
such as the objectives of the engagement and any limitations of 
the engagement. In cases in which the client is unable or unwill­
ing to assume these responsibilities (for example, the client does 
not have an individual with suitable skill, knowledge, or experi­
ence to oversee the nonattest services provided, or is unwilling to 
perform such functions due to lack of time or desire), the Inter­
pretation notes that the member’s provision of these services 
would impair independence.
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The Interpretation provides examples of the types of nonattest 
services that would be considered to impair a member's indepen­
dence. It also requires compliance with the independence regula­
tions of authoritative regulatory bodies, including the GAO, if  a 
member performs nonattest services for a client and is required to 
be independent of the client under the regulations of the applica­
ble regulatory body.
The new rules became effective for new engagements on January 
1, 2004. Concerning the documentation requirement in that In­
terpretation, in 2004, the PEEC (1) deferred the effective date, 
making it effective for any nonattest services performed for an at­
test client on or after January 1, 2005, including services already 
then in progress and (2) clarified that it does not apply to nonat­
test services performed before a client becomes an attest client. 
The PEEC adopted more revisions in January 2005 to clarify the 
Interpretation, which they do not relax the rule or change its 
meaning. Those January revisions relate to:
• The second general requirement, which requires, in part, 
that an attest client designate a competent employee to over­
see the nonattest services provided by the member.
• The third general requirement, which requires that a mem­
ber document his or her understanding with the client re­
garding key aspects of the nonattest services engagement.
• The applicability of both the second and third general re­
quirements to the member’s performance of routine activi­
ties when performed as part of the normal member-client 
relationship.
The PEEC also has developed a frequently asked questions and 
answers document on the Interpretation.
Help Desk—The interpretation and related guidance are at
www.aicpa.org/members/div/ethics/intr_ 101 -3.htm.
For audits conducted in accordance w ith GAS, auditors and 
audit organizations also are subject to the GAS independence 
rules. Those rules, which are, in some cases, very similar to the 
AICPA independence rules and in other cases more restrictive,
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address when auditors and their organizations are independent 
from the organizations they audit by defining when personal, ex­
ternal, and organizational impairments to independence exist.
To comply with the GAS provisions governing nonaudit services to 
audit clients, audit organizations are required to meet two overar­
ching principles. First, audit organizations are barred from per­
forming management functions or making management decisions 
for their clients. Second, audit organizations are prohibited from 
auditing their own work or providing nonaudit services if  the ser­
vices are material or significant to the subject matter of the audit. If 
a nonaudit service does not conflict with either principle, an audit 
organization may perform the service as long as it complies with 
certain safeguards described in paragraph 3.17 of GAS. The GAO 
has issued a question and answer document. Answers to Indepen­
dence Standard Questions, to address its independence standard.
Help Desk—You can obtain Answers to Independence Standard 
Questions on the Internet at www.gao.gov/govaud/ybk01.htm.
The AICPA Internet site provides a useful side-by-side com­
parison of the AICPA and GAO independence rules at www. 
aicpa.org/download/ethics/2004_02AICPA-GAO_rules_ 
comparison.pdf
Finally, you should note that Section 305(b) of Circular A -133 
contains an additional independence requirement. Under Circu­
lar A -133, an auditor who prepares the indirect cost proposal or 
cost allocation plan may not also perform the single audit when 
indirect costs recovered by the auditee during the prior year, as 
defined, exceeded $1 million.
GAS/A-133 Audit Guide
2004 and 2005 Revisions
In 2004, we made significant conforming changes to the GAS/A- 
133 Guide to reflect the provisions of the 2003 revision to GAS, 
including changes to the illustrative auditor's reports. We revised 
the GAS linkage paragraph in the auditor's report on the financial 
statements to indicate, if  applicable, that the GAS report does not
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provide an opinion on the internal control over financial reporting 
or on compliance. Among the changes to the GAS report were:
• A title change to “Report on Internal Control Over Finan­
cial Reporting and on Compliance and Other Matters”
• A reorganization of the report to present the section on in­
ternal control over financial reporting before the section 
on compliance and other matters (The presentation was 
reversed because the reversal of the discussion of internal 
control and compliance in the 2003 revision to GAS.)
• An expansion of the compliance section to discuss “other 
matters,” i.e., certain fraud and abuse
• A single reference to the management letter, if  applicable, 
instead of possible references in both the section on inter­
nal control over financial reporting and the section on 
compliance and other matters
• A revision of the definition of a material weakness to use 
language more consistent with that in SAS No. 60.
This year, we have updated the GAS/A-133 Guide for conform­
ing changes as of M ay 1, 2005. An appendix in the Guide details 
all changes. Among the significant changes, the updated Guide:
• Discusses the GAO’s Internet Notice that provides guid­
ance on internal control reporting for audits conducted in 
accordance with both GAS and PCAOB standards. (The 
section of this Alert entitled “ Government Auditing Stan­
dards Audits Also Performed in Accordance W ith PCAOB 
Standards” discusses that notice.)
• Discusses the effect of PCAOB standards and AICPA Au­
diting Interpretations No. 17 and No. 18 of SAS No. 58, 
as amended, on the auditor’s report, and illustrates the ef­
fect of Interpretation No. 17 on the auditor’s report on the 
financial statements. (A section of this Alert entitled, “Re­
cent AICPA Auditing and Attestation Interpretations” dis­
cusses Interpretations No. 17 and No. 18.)
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• Adds footnotes to alert auditor to the issuance of the 
GAO’s Technical Amendment to the CPE Requirements o f  the 
2003 Revision Government Auditing Standards and 
Guidance on GAGAS Requirements f o r  Continuing Profes­
siona l Education. (See the section of this Alert entitled 
“ Government Auditing Standards Continuing Professional 
Education Requirements.”)
• Revises the definition of reportable conditions in the illus­
trative GAS report to be more consistent with the defini­
tion in SAS No. 60 (AICPA, Professional Standards, vol. 1, 
AU sec. 325.020), as amended.
Help Desk—For copies of the Guide with conforming 
changes through May 1, 2005 (product no. 012745kk), call 
AICPA Member Services at (888) 777-7077.
Effective Date of Report Changes in the Guide
Each year, conforming changes to AICPA Audit and Accounting 
Guides may change the language in their illustrative auditor’s re­
ports or add new report examples. For example, as noted in the 
previous section, in 2004, we made several changes in the GAS/A- 
133 Guide that affected the wording in the illustrative GAS report.
The intent always has been that new report language be used after 
a Guide is issued. However, that has not always been understood 
by Guide users. Consequently, this year, we expanded the effec­
tive date provisions in the GAS/A-133 Guide to state that the au­
diting conforming changes made are effective for audits of 
financial statements for which fieldwork is completed after its is­
suance, subject to the effective dates of the underlying authorita­
tive pronouncements.
Practice Aids
The AICPA has issued its revised and expanded Practice Aid Au­
diting Recipients o f  Federal Awards: Practical Guidance fo r  Applying 
OMB Circular A-133— Third Edition. The AICPA has revised 
the Practice Aid to consider the 2003 revision to GAS and the
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guidance in the GAS/A-133 Guide. It has expanded the Practice 
Aid to include:
• Two new chapters— one on GAS and one containing fre­
quently asked questions and answers
• An A -133 audit program and several new supporting pro­
grams and checklists, such as an internal control character­
istics checklist; a program of compliance requirements, 
audit objectives, and audit procedures; and a management 
letter checklist
The Practice Aid continues to include a comprehensive case 
study—a valuable tool for training audit staff. The case study se­
lects major programs, identifies compliance requirements for a 
major program, tests and evaluates internal control and compli­
ance, discusses the auditor’s reports, and illustrates the schedule 
of findings and questioned costs, SEFA, and data collection form. 
The Practice Aid comes with a CD-ROM containing all of the 
practice aids, including the case study, illustrative auditor’s re­
ports, and a listing of links to Internet sites that contain relevant 
source material. You can order the Practice Aid (product no. 
006621kk), by calling (888) 777-7077 or on the Internet at 
W W W .cpa2biz.com/store.
In addition, the AICPA has issued two other Practice Aids of in­
terest to preparers and auditors of governmental financial state­
ments. They are Applying OCBOA in State and  Local 
Governmental F inancial Statements and Auditing Governmental 
Financial Statements: Programs and  Other P ractice Aids. Those 
Practice Aids are product nos. 0066l4kk  and 006602kk.
Governmental Audit Quality Center
In 2004, the AICPA launched the Governmental Audit Quality 
Center (GAQC), which is a firm-based, voluntary membership 
center designed to promote the importance of quality govern­
mental audits and the value of such audits to purchasers of gov­
ernmental audit services. G overnm ental audits are audits and 
attestation engagements performed under GAS of federal, state.
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or local governments; NPOs; and certain for-profit organiza­
tions, such as housing projects and colleges and universities that 
participate in governmental programs or receive governmental fi­
nancial assistance. They also include audits performed under Cir­
cular A-133.
The objectives of GAQC, which has an Internet site that provides 
various valuable resources to members and visitors, are to:
• Raise awareness of the importance of governmental audits.
• Serve as a comprehensive resource provider for member 
firms.
• Create a community of firms committed to governmental 
audit quality.
• Support online forums for sharing best practices and dis­
cussions on audit, accounting, and regulatory issues with 
other center members.
• List member firms to enable purchasers of governmental 
audit services to identify firms that are members.
• Provide information about the center’s activities to other 
governmental audit stakeholders.
• Communicate the latest developments in related standards 
and regulations as they occur.
• Provide updates on issues through news alerts and Webcasts.
Help Desk—With all of the quality issues being noted in gov­
ernmental audits, your firm should consider joining the center.
Information about the GAQC, including details on the mem­
bership requirements and fees for membership, is on the Inter­
net at www.aicpa.org/GAQC.
Practice Queries: Auditor Reporting on Organizational Units
We received these questions this year about the GAS audits of an 
entity’s organizational units:
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Q. W hat is the effect on the auditor’s reports if  an entity that 
is required to have a GAS audit includes in its financial 
statements an organizational unit that does not have a 
GAS audit?
A. Chapter 4 of the GAS/A-133 Guide provides guidance in 
that situation, citing examples of governmental reporting 
entity financial statements that include component units 
and the consolidated financial statements of parent and 
subsidiary NPOs. The auditor should consider the need 
to modify the reports on the financial statements and on 
internal control over financial reporting and on compli­
ance and other matters. That consideration is based on the 
m ateriality of the organizational unit to the financial 
statements. (In an audit of governmental financial state­
ments, that consideration is based on the materiality of 
the organizational unit to its related opinion unit.) If the 
effect is material, the auditor should modify the scope 
paragraph of the reports to name the organizational unit 
that was not audited in accordance with GAS. (In govern­
mental financial statements, if  it is not evident from the fi­
nancial statements to which opinion unit the 
organizational unit relates, the GAS/A-133 Guide also 
suggests that the auditor consider identifying the opinion 
unit.) The Guide provides illustrative language for the 
modified scope paragraphs.
Q. Should a principal auditor who refers to the work of other 
auditors in the report on an entity’s financial statements 
make a similar reference in the report on internal control 
over financial reporting, compliance, and other matters 
based on an audit of the financial statements in accor­
dance with GAS for that government?
A. Yes, the principal auditor should make a reference. See the 
expanded discussion in the section of this Alert entitled 
“Reference to Other Auditors in the Government Audit­
ing Standards Report.”
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Adherence to Professional Standards and Requirements
AICPA Ethics Interpretation No. 501-3, Failure to Follow Stan­
dards and/or Procedures or Other Requirements in Governmen­
tal Audits, of Rule 501, Acts Discreditable (AICPA, Professional 
Standards, vol. 2, ET sec. 501.04), states that when a member un­
dertakes an audit of government grants, government units, or 
other recipients of government monies and agree to follow speci­
fied government audit standards, guides, procedures, statutes, 
rules, and regulations, the member is obligated to follow those 
standards or guidelines in addition to GAAS. Failure to do so is 
an act discreditable to the profession and a violation of Rule 501 
of the AICPA Code of Professional Conduct, unless the member 
discloses in the report that those rules were not followed and the 
reasons therefore.
Continued Problems Noted in GAS and Single Audits
Audit quality continues to be an area of utmost importance. Both 
peer reviews and AICPA Professional Ethics Division investiga­
tions continue to indicate that there are deficiencies in GAS and 
Circular A -133 audits. Federal OIGs also have found deficiencies 
based on their reviews of Circular A -133 audit work that are con­
sistent with those found by the AICPA. Audit deficiencies cur­
rently being found are similar to the types reported in previous 
editions of this Alert. Common deficiencies exist in planning the 
audit, conducting testing, and reporting, including preparation 
of the data collection form. Some are agency-specific problems, 
and some are more general auditing issues. Some of the more 
common audit deficiencies are summarized by audit area in Ap­
pendix A of this Alert titled “Overview of Key Components of a 
Single Audit and Related Audit Deficiencies.”
Help Desk—The AICPAs Government Audit Quality Center 
(as discussed in the section of this Alert entitled “Governmen­
tal Audit Quality Center”) has resources on the Internet that 
list common engagement deficiencies. See the GAQC Internet 
site at www.aicpa.org/GAQC under the Resources tab to learn 
more about common audit deficiencies in GAS and Circular 
A-133 audits.
46
National Statistical Sample of Audit Quality
As noted in the section of this Alert entitled “Audit Quality Con­
tinues to Be a Concern,” Circular A -133 audits are a key mecha­
nism through which federal agencies establish and enforce 
accountability for their awards. To provide an overall assessment 
of audit quality, an interagency, interdisciplinary task force led by 
ED has selected a statistical sample of audits (the stat sample) and 
is in the process of overseeing a review of those audits. The objec­
tives of performing those reviews is to assess the overall quality of 
audits conducted under GAS and Circular A -133, to identify the 
nature and extent of particular single audit quality problems, and 
to make recommendations to address issues that are noted.
In a recent presentation and subsequent interviews, the project 
director for the stat sample described the process, noting that it 
was proceeding as follows:
• A sample of 208 single and other A -133 audits, stratified 
between larger and smaller grantees, has been selected for 
review from the population of audits accepted by the FAC 
during the 12 months ended March 31, 2004.
• Each sampled audit is assigned to reviewers who include rep­
resentatives of the federal OIGs, state auditors, or one of sev­
eral CPA firm contractors. The reviewers are using a standard 
review instrument for their evaluation and have received spe­
cialized training from the project management staff.
• The auditor contact (engagement partner) listed on the 
FAC data collection form will be sent a notification letter 
that the project management staff has selected a specific 
audit approximately three to five weeks prior to the sched­
uled date for the review. The letters w ill clearly indicate 
that the review is part of the stat sample.
• The plan is for the review team to conduct the reviews at 
the audit firm’s office. Most reviews are expected to take 
two to four days, including entrance and exit conferences.
• The review team will focus on reporting and the conduct of 
the audit work, as reflected in the audit documentation and
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will hold an informal exit meeting with the engagement 
partner at the end of the review. The engagement partner 
will have the opportunity to clarify and explain items dur­
ing this process. The review team’s findings will then be re­
viewed offsite by the project management staff. Formal 
results w ill be communicated to the engagement partner 
later in a letter from the project team, which will contain a 
schedule of deficiencies, if  any. That letter will ask for the 
engagement partner to respond indicating agreement or 
providing an explanation if the auditor disagrees,
• After the project team considers the engagement partner’s 
responses, the results of the reviews of specific audits will 
be forwarded to the cognizant or oversight agency for 
audit, as appropriate, for resolution. The results also will be 
considered in the master report on audit quality, which is 
expected to be issued at the end of the project. The format 
of the master report has not been set; however, the project 
team has indicated it does not plan to mention individual 
audit organizations in the master report.
• The reviews started in October 2004 and are planned to 
continue through October 2005. The project management 
staff w ill then compile the findings. The team plans to 
issue its final master report by M ay 2006.
If your audit organization receives a stat sample audit notification 
letter, you would be well advised to give sufficient priority to the 
request. You may also wish to:
• Ensure that all logistical details surrounding the review 
have been addressed, including identifying the location of 
all of the related audit documentation, gathering evidence 
of compliance with CPE and licensing requirements, and 
reserving office space for the review team.
• Assign a knowledgeable staff person to assist and possibly 
observe the review team as it performs the review.
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• Have senior-level engagement personnel available to clarify 
and explain any items that may come up during the review 
and for the exit meeting.
• Consider the guidance in Auditing Interpretation 1, “Pro­
viding Access to or Copies of Audit Documentation to a 
Regulator,” of SAS No. 96 (AICPA, Professional Standards, 
vol. l ,A U  sec. 9339.01-.15).
HUD-Imposed Penalties on CPA Firms for Questionable Audits
HUD has recently settled with certified public accounting firms 
accused of conducting questionable audits. In those cases, HUD 
had alleged that the firms had not followed the proper standards 
and procedures for conducting audits of PHAs that receive fed­
eral funds.
Under the settlements, two firms agreed to make administrative 
payments to HUD, fund an independent accounting firm to per­
form a review of a sample of the firms’ audits over a two-year pe­
riod, and restrict the number of PHA audits they perform. The 
other firm agreed to abide by a two-year voluntary exclusion from 
participating in all transactions involving HUD funds.
Full debarment, which could have been one of the possible out­
comes of those cases, would have resulted in the firms’ not doing 
any new business with the federal government or federal funding 
recipients, including PHAs, for a prescribed period.
h u d ’s actions reinforce the federal government’s strong empha­
sis on ensuring financial accountability and the importance of 
firms taking appropriate steps to ensure that they do not have any 
quality issues. Other steps HUD has taken in this regard include;
• Referrals to state boards of accountancy and the AICPA
• New methods of audit verification (That is, HUD staff 
reperforms a portion of the Circular A -133 audit at PHAs 
to determine whether the PHAs’ audit firms identified all 
material instances of noncompliance with federal laws, reg­
ulations, and contract provisions occurring at the agency.)
49
Basis of Accounting Problems
Recently, an issue regarding the presentation of the financial 
statements (and in some cases the SEFA) of governments, not- 
for-profits, and for-profit entities has arisen. Federal OIGs have 
reported some of these entities have been preparing their finan­
cial statements on the basis of accounting that is used to report 
and claim expenditures from the awarding agency (the award 
basis). Some auditor’s have been issuing unqualified reports on 
these financial statements in error. Under GAAS, an auditor is 
permitted to issue an unqualified report on presentations in con­
formity with GAAP or an other comprehensive basis of account­
ing (OCBOA) as defined in SAS No. 62, Special Reports 
(AICPA, Professional Standards, vol. 1, AU sec. 623.04(a)).
The reporting problems have occurred because some auditors 
have erroneously interpreted AU section 623.04(a) as allowing an 
auditor to consider the award basis as a regulatory basis of ac­
counting. W hile federal grant awarding agencies such as the 
HHS often provide guidance on the billing and reporting of con­
tract and grant claimed cost, such guidance is not considered a 
regulatory basis of accounting. This is because the grant awarding 
agencies are not regulatory agencies who prescribe a basis of ac­
counting that an entity must use for preparation and the related 
reporting on the financial statements.
If the financial statements and related supplementary informa­
tion (for example the SEFA) are prepared on a basis of accounting 
other than GAAP or an OCBOA recognized in SAS No. 62 (that 
is, cash, modified cash, tax or a regulatory basis of accounting) 
the auditor should consider the guidance in SAS No. 58 (AICPA, 
Professional Standards, vol. 1, AU sec. 508) relating to departures 
from GAAP when issuing an opinion. In some cases the auditor 
may determine that the aggregate difference between the award 
basis (which is neither GAAP nor OCBOA) and GAAP may not 
be material at the financial statement level. In this situation, the 
auditor may consider issuing an unqualified opinion on the fi­
nancial statements, and reporting that the SEFA is fairly stated in 
relation to the financial statements taken as a whole.
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Issues with Submissions to ED’s eZ-Audit
As noted in the section of this Alert, “Additional Electronic Sub­
mission Requirements of Certain Federal Agencies,” postsec­
ondary institutions of higher education are required to submit 
their audit reports via the U.S. Department of Education eZ- 
Audit system. This includes A -133 audits of these entities, if  they 
are NPOs or governmental units, as well as audits performed 
under ED’s audit guide, Audits o f  Federal Student Financial Assis­
tance Programs a t Participating Institutions and  Institution Servicers 
(Audit Guide), for for-profit institutions. ED reviews all audits 
submitted to eZ-Audit.
Reviewers have identified a number of deficiencies in submissions 
of A -133 Single Audits through eZ-Audit:
• Corrective actions plans required by OMB Circular A -133, 
Section 315(c) were not submitted as part of the reporting 
package as required by Circular A -133 Section 320(c).
• Schedules of findings and questioned costs did not contain 
all required elements prescribed by Circular A -133, Sec­
tion Paragraph 505(d).
• Loan guaranty programs were not disclosed in the Sched­
ule of Federal Awards, as required by Circular A -133, Sec­
tion Paragraph 310(b)(6).
• Reportable conditions were not included in the indepen­
dent auditors’ reports even though they had been included 
in the schedule of Findings and Questioned Costs.
Errors found with submissions of audits of for-profit institutions 
include:
• The servicer information sheet (Example C-1 of the ED 
Audit Guide) was not included when the recipient used a 
third-party servicer.
• The schedule of findings and questioned costs did not in­
clude total population figures as illustrated in Example F 
of the ED Audit Guide.
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• The corrective Action Plan did not contain Part C, Status 
of Corrective Action on Prior Findings, as outlined in Ex­
ample H of the Audit Guide.
Practitioners are also advised that for reports submitted via eZ- 
Audit, ED Regulations, 34 FR 668.23(d), require detailed disclo­
sures of related-party transactions in the notes to the financial 
statements. Such disclosures were not made, and the auditor did 
not note the omission in the audit report. Also, in some cases re­
ports were not signed and submitted on the audit organizations 
letterhead, as required by ED.
The Audit Risk Alert Government Auditing Standards and Circular 
A-133 Audits is published annually. As you encounter audit and 
industry issues that you believe warrant discussion in next year’s 
Alert, please feel free to share them with us. We also would appre­
ciate any other comments that you have about this Alert. You may 
e-mail those comments to mfoelster@aicpa.org or write to:
Mary McKnight Foelster 
AICPA
Governmental Auditing and Accounting 
1455 Pennsylvania Avenue, NW, 4th Floor 
Washington, DC 20004-1081
W e also suggest that you review the AICPA Audit Risk Alert, 
which is a general update on economic, auditing, accounting, 
and other professional developments, and the Audit Risk Alerts 
Health Care Organizations, Not-for-Profit Organizations, and State 
and Local Governmental Developments, which discuss industry- 
specific financial statement audit considerations. Although not 
specifically geared toward GAS and Circular A -133 audits, those 
publications might be relevant and valuable to consider in those 
engagements.
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APPENDIX A
Overview of Key Components of a 
Single Audit and Related Audit Deficiencies
Overview of the Single Audit Process
Each year, the federal government awards billions of dollars to 
state and local governments and not-for-profit organizations 
(NPOs). Last year alone, the federal government issued approxi­
mately $400 billion in awards to those entities. Those awards in­
clude grants, loans, loan guarantees, property, cooperative 
agreements, interest subsidies, insurance, food commodities, and 
direct appropriations and federal cost reimbursements. Such enti­
ties may be subject to audits that are commonly referred to as 
Circular A-133 audits. Circular A -133 audits may be single audits 
or program-specific audits.
Among other things, the Single Audit Act Amendments of 1996 
(Public Law [P.L.] 104—156, Ju ly 5, 1996) (the Single Audit Act) 
is intended to promote sound financial management, including 
effective internal control, with respect to federal awards adminis­
tered by state and local governments and NPOs. Each year, over 
35,000 Circular A -133 audits are performed. Under Office of 
M anagement and Budget (OMB) C ircular A -133, Audits o f  
States, Local Governments, and N on-Prof t Organizations (Circular 
A-133), governments or NPOs that expend $500,000 or more in 
federal awards during the fiscal year are required to:
• Maintain internal control for federal programs.
• Comply with the laws, regulations, and the provisions of 
contracts or grant agreements.
• Prepare appropriate financial statements, including the 
schedule of expenditures of federal awards (SEPA).
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• Ensure that the required Circular A -133 audits are prop­
erly performed and submitted when due.
• Follow up and take corrective actions on audit findings.
In a single audit you have the following objectives, each of which 
results in the issuance of certain auditor's reports:
1. An audit of the entity’s financial statements and reporting 
on the SEFA:
a. Determine whether the client’s financial statements are 
presented fairly in all material respects in conformity 
with generally accepted accounting principles (GAAP). 
(Note that Circular A -133 does not prescribe the basis 
of accounting that should be used to prepare the finan­
cial statements. If the client prepares its financial state­
ments in conformity w ith a comprehensive basis of 
accounting other than GAAP (an OCBOA), you still 
are required to express or disclaim  an opinion and 
should follow the reporting guidance in Statement on 
Auditing Standards (SAS) No. 62, Special Reports 
(AICPA, Professional Standards, vol. 1, AU sec. 623), as 
amended.)
b. Determine whether the SEFA is presented fairly in all 
m aterial respects in relation to the client’s financial 
statements taken as a whole.
c. Obtain an understanding of internal control sufficient 
to plan the audit and determine the nature, scope, and 
timing of tests to be performed as required by AICPA’s 
GAAS (and Government Auditing Standards [GAS, also 
referred to as the Yellow Book]) and report deficiencies 
in the client’s internal control over financial reporting 
and its compliance with laws, regulations, provisions of 
contracts or grant agreements, and other matters, as re­
quired by GAS.
d. Address the client’s internal control over financial re­
porting and its compliance with laws, regulations, and
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provisions of contracts or grant agreements, as required 
by GAS.
e. Report certain fraud and abuse. (See the sections of this 
Appendix “Consideration of Fraud” and “Considera­
tion of Abuse“ in the section “Testing of Compliance,” 
for an explanation of your responsibility for fraud and 
abuse.)
2. A compliance audit of federal awards, which provides a basis 
for issuing an additional report on compliance related to 
major programs and on internal control over compliance:
a. Obtain an understanding of the internal control over 
compliance for each major program, assess the control 
risk, and perform tests of those controls unless the con­
trols are deemed to be ineffective. (You should perform 
procedures to obtain an understanding of internal con­
trol over federal programs that is sufficient to plan the 
audit to support a low assessed level of control risk for 
each major program.)
b. Determine whether the client has complied with laws, 
regulations, and the provisions of contracts or grant 
agreements pertaining to federal awards that may have a 
direct and material effect on each of its major programs 
(generally referred to as compliance requirements).
The following sections briefly describe the steps that you are ex­
pected to perform in a single audit, indicate common audit defi­
ciencies related to each step identified through quality control 
reviews (QCRs) and other reviews, and refer you to sources of in­
formation about each area. Note that the audit deficiencies are 
identified in a separate box in each section. For additional details 
on your responsibilities for each of the steps described below, you 
should refer to the AICPA Audit Guide G overnment Auditing 
Standards and  Circular A-133 Audits (GAS/A-133 Guide). Ap­
pendix D, “Research Tools, Aids, and Other Resources” provides 
information on how to obtain a copy of this Guide.
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P la n n ing  and R isk  A ssessm ent
Determining the Entity for Audit
GAS and Circular A-133 specify a number of planning considera­
tions in addition to those in GAAS. In a single audit, the client 
needs to determine whether the entire organization, a department, 
or other organizational unit is the appropriate “entity” for audit 
purposes, and you need to consider this decision in formulating 
your report. Circular A -133 provides auditees the option to meet 
its audit requirements through a series of audits that cover an au- 
ditee’s departments, agencies, and other organizational units that 
expended or otherwise administered federal awards during the 
audit period. If a client elects that “series of audits” option, gener­
ally separate financial statements and a SEFA should be prepared 
for each such department, agency, or other organization unit.
Risk-Based Approach
Generally, once the entity is determined, the next step is for you to 
use a risk-based approach to determine the major programs that 
are to be audited under Circular A-133. Such an approach assures 
audit coverage of high-dollar, high-risk federal programs and pro­
vides opportunities for the auditing of small-dollar, high-risk pro­
grams. Circular A-133 provides criteria for you to use in applying 
the risk-based approach. Those include the size of the program, 
current and prior audit experience, oversight by federal agencies 
and pass-through entities (PTEs), and the inherent risk of the fed­
eral program. Section 520 of Circular A-133 and the GAS/A-133 
Guide provide extensive guidance on this determination process. 
C ircular A -133 also contains certain criteria for considering a 
client to be a low-risk auditee. A low-risk auditee is eligible for re­
duced audit coverage. The term does not imply or require that you 
assess audit risk or any of its components as low for such a client.
Determination of Programs to Be Audited as Major
D eterm ining which federal programs are to be audited as 
“major” is a complex undertaking. Chapter 9 of the GAS/A-133 
Guide provides detail on the various steps of the process. How­
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ever, to summarize the major program determination process, 
you should first identify federal programs as being either type A or 
type B, as defined in Circular A -133. In general, type A programs 
are larger federal programs and type B programs are smaller fed­
eral programs. Federal awards expended for purposes of deter­
mining type A and type B programs are the amount of cash and 
noncash awards, after all adjustments are made, in the fin a l current- 
year SEFA, including the notes thereto. If you use the prior-year 
schedule or preliminary current-year estimates to plan the audit, 
you should recalculate the threshold for type A programs based 
on the f in a l  amounts to ensure that federal awards are properly 
classified as type A or B. Note that for purposes of determining 
major programs, a cluster of programs, as defined in Circular A- 
133 and the Circular A-133 Compliance Supplement (Compliance 
Supplement), should be considered as one program. As noted 
above, this is only a summary of a complex process. For further 
guidance, consult the GAS/A-133 Audit Guide.
Auditor’s Responsibility for Compliance
As required by Circular A -133, in addition to the requirements of 
GAS, you are required to determine whether the client has com­
plied with laws, regulations, and the provisions of contracts or 
grant agreements that may have a direct and material effect on 
each of its major programs. You are responsible for determining 
the applicable compliance requirements to be tested and reported 
on in a single audit (that is, those laws, regulations, and provi­
sions of contracts or grant agreements that may have a direct and 
material effect on each major federal program).
The principal tool to assist you in that determination is the Com­
p liance Supplement, which is updated annually and identifies ex­
isting compliance requirements that the federal government 
expects to be considered as part of an audit in accordance with 
the Single Audit Act and Circular A-133. For the programs it in­
cludes, the Compliance Supplement provides a source of informa­
tion for you to understand the federal programs objectives, 
procedures, and compliance requirements relevant to your audit, 
as well as the audit objectives and suggested audit procedures for
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determining compliance with those requirements. For programs 
not listed in the Compliance Supplement, you should follow the 
Compliance Supplement, Part 7, “Guidance for Auditing Pro­
grams Not Included in This Compliance Supplement,” which in­
structs you (1) to use the types of compliance requirements (for 
example, cash management; reporting; allowable costs/cost prin­
ciples; activities allowed or unallowed; eligibility; and matching, 
level of effort, and earmarking) contained in Part 3 of the Com­
pliance Supplement as guidance for identifying the types of com­
pliance requirements to test and (2) to determine the requirements 
governing the federal program by reviewing the provisions of 
contracts and grant agreements and the laws, and regulations re­
ferred to in such contracts and grant agreements.
Because the suggested audit procedures in Part 3 of the Compli­
ance Supplement were written to apply to many different programs 
administered by many different entities, they are necessarily gen­
eral in nature. You will need to use professional judgment to de­
termine whether the suggested audit procedures are sufficient to 
achieve the stated audit objectives or whether you need to use ad­
ditional or alternative audit procedures. Therefore, you should not 
consider the Compliance Supplement to be a “safe harbor” for iden­
tifying the audit procedures to apply in a particular engagement.
However, you can consider the Compliance Supplement a “safe 
harbor” for the identification of compliance requirements to be 
tested for the programs included therein if, as discussed above, 
you (1) perform reasonable procedures to ensure that the require­
ments in the Compliance Supplement are current and determine 
whether there are any additional provisions of contract and grant 
agreements that should be covered by the compliance audit, and 
(2) update or augment the requirements contained in the Com­
p liance Supplement as appropriate.
Although the focus of the Compliance Supplement is on compli­
ance requirements that could have a direct and material effect on 
a major program, you should note that you also have responsibil­
ity under GAS for other requirements when specific information 
comes to your attention that provides evidence concerning the
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existence of other possible noncompliance that could have a ma­
terial indirect effect on a major program.
A single audit results in your expression of an opinion on compli­
ance requirements that could have a direct and material effect on 
each of your client’s major programs. To express such an opinion, 
you typically would accumulate sufficient evidence by planning 
and performing tests of transactions and such other auditing pro­
cedures as are necessary in support of the entity’s compliance with 
applicable compliance requirements, thereby limiting audit risk 
to an appropriately low level.
Documentation
In a single audit, both SAS No. Audit Documentation (AICPA, 
Professional Standards, vol. 1, AU sec. 339),1 and GAS delineate 
the requirements on the content, retention, and confidentiality of 
your audit documentation. Among other things, SAS No. 96 re­
quires audit documentation to be sufficient to enable members of 
the engagement team with supervision and review responsibilities 
to understand the nature, timing, extent, and results of auditing 
procedures performed, and the evidence obtained. GAS contains 
an additional standard that requires audit documentation related 
to planning, conducting, and reporting on the audit to contain 
sufficient information to enable an experienced auditor having no 
previous connection with the audit to ascertain the evidence that 
supports the auditor’s significant conclusions and judgments. The 
additional standard also requires that your audit documentation 
contain support for findings, conclusions, and recommendations 
before you issue your report.
Audit Deficiencies
Federal Offices of Inspectors General (OIG) reviews, peer re­
views, and AICPA Professional Ethics Division investigations
1. As noted in the section of this ARA entitled “Proposed AICPA Auditing and Attes­
tation Standards,” the AICPA has proposed a revision to its documentation standard 
that is significantly more specific than SAS No. 96 and includes requirements that 
are more similar to the documentation standards of the Government Accountability 
Office (GAO), Public Companies Accounting Oversight Board (PCAOB), and 
other bodies.
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have revealed a number of deficiencies in the planning and risk 
assessment process in Circular A -133 audits, including some that 
relate to the scope of federal programs to be audited under Sec­
tion 520 of the circular:
• Failure to document and support the decision to audit a par­
ticular organizational unit or specific program, rather than 
the entire entity, which also might encompass organizational 
units that do not receive federal funding but may have re­
ceived cash from the organizational units that do
• Failure to perform or document completely and adequately 
the risk assessments that were performed in accordance 
with the circular
• Failure to document adequately the consideration of an au- 
ditee as a low-risk auditee
• Incorrect application of the risk-based approach in the selec­
tion of major federal award programs
• Reliance on preliminary amounts when determining major 
programs w ithout following up to assess the amounts 
shown in the final SEFA (In some cases, there was a report 
on major programs but no major program was evident 
from the SEFA or from the auditor’s documentation.)
• Failure to use the risk-based approach in major program 
selection when required
• Failure to properly identify a type A program that had a re­
portable condition in the prior year as a major program
• Failure to document the risk assessment for type B programs
• Failure to identify properly as major programs type A pro­
grams that were not tested as major programs in at least one 
of the two most recent audit periods as required by Circular 
A -133, Section 520 (c)(1), (that is, the “two-year look- 
back” rule)
Help Desk—To avoid such problems, you are advised to follow
the provisions of Section 520 of Circular A-133 with care, and
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document your decisions regarding major program selection. A 
number of sources of information are available for training your 
staff. For more information on the risk-based program determi­
nation process, consult the GAS/A-133 Guide. The AICPA’s re­
vised and expanded Practice Aid, Auditing Recipients o f  Federal 
Awards: Practical Guidance fo r  Applying OMB Circular A-133— 
2005—2006 Edition, discussed in the section of this Alert enti­
tled “Practice Aids,” also provides a number of tools, including 
a comprehensive case study that can be used in the planning 
process to help avoid the above problems.
Some deficiencies noted have been failures to follow the more 
general requirements of GAAS and GAS:
Use of inadequate or outdated reference material
Inadequate or incomplete documentation regarding en­
gagement planning or audit programs
Failure to document communications between predecessor 
and successor auditors
Incorrect application of or failure to document sampling 
considerations
Failure to document the auditor's consideration of the exis­
tence of an internal audit function
Failure to assess or document the risk of fraud, or to con­
sider fraud risk in designing audit procedures
Failure to design compliance and control tests, including 
sampling applications, to support the reports issued
Failure of audit documentation to evidence prelim inary 
and final analytical review procedures
Failure by the auditor in charge of the engagement to per­
form an adequate review of the audit documentation, the 
auditor’s reports, or the financial statements before the is­
suance of the auditor’s reports
Failure of audit documentation to evidence that audit pro­
cedures were performed as planned
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• Some audit documentation dated subsequent to the audi­
tor’s report date
• Failure to perform a review of subsequent events
• Failure to provide the party contracting for the audit with 
the audit organizations peer-review report
• Failure to meet GAS continuing professional education 
(CPE) requirements
• Failure to modify the management representation letter for 
GAS or Circular A-133 representations
Help Desk—To prevent such problems, auditors are well ad­
vised to keep handy and review the provisions of the AICPA 
SASs and GAS regarding planning. Careful consideration of 
chapters 2 and 6 of the GAS/A-133 Guide also should help to 
avoid these types of problems.
Financial Statements and the SEFA
Auditor’s Responsibility
As noted above, in a single audit under Circular A -133, you are 
required to determine whether the client’s financial statements 
are presented fairly in all material respects in conformity with 
GAAP. You also should determine whether the SEFA is presented 
fairly in all material respects in relation to the financial statements 
taken as a whole.
Treatment of Noncash Awards
Most federal awards are in the form of cash. However, there are a 
number of federal programs that do not involve cash transactions. 
Circular A -133 requires the value of federal awards expended in 
the form of noncash assistance (such as loan guarantees, loans, in­
surance programs, surplus property, food stamps, or commodities) 
to be reported either on the face of the schedule or disclosed in the 
notes to the schedule. You also should consider the value of such 
noncash programs when determining major programs; not only
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could the noncash programs affect the type A program threshold, 
they also could be major programs. Circular A -133 requires bal­
ances of loans and loan guarantees from previous years to be in­
cluded in the SEFA (or in a note to the SEFA) if  the federal 
government imposes significant continuing compliance require­
ments. It is a matter of judgment about whether such continuing 
compliance requirements are significant. You should consider con­
tacting the federal agency’s OIG for assistance in determining 
whether continuing compliance requirements are significant 
enough to require inclusion of the balances of prior loans or loan 
guarantees on the SEFA and in the consideration of major pro­
grams for audit purposes.
Audit Deficiencies
Reviewers have identified a number of deficiencies in accounting 
for federal awards in the financial statements and the SEFA. 
Some relate to the complexity of certain federal awards, and oth­
ers to an apparent lack of understanding of responsibility for 
noncash programs. Although the preparation of the financial 
statements and SEFA is a client responsibility, in some cases, au­
ditors are not identifying the deficiencies noted below through 
their audit procedures; that is why they are included here:
• The SEFA did not indicate whether the awards involved 
either direct or pass-through federal funding.
• The SEFA contained no notes or inadequate notes.
• The notes to the SEFA did not disclose the basis of ac­
counting for preparing the schedule. (Circular A -133 does 
not prescribe a specific basis of accounting or presentation 
but does require the basis used to be disclosed.)
• The SEFA was missing large federal programs, especially 
noncash programs, such as the Federal Family Education 
Loan Program (FFELP) and the auditor’s reporting on the 
SEFA makes no mention of that error.
• The auditor did not have or follow a separate audit program 
for the SEFA.
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• There was improper accounting for restricted funds, and 
the auditor did not mention such accounting in the report.
• Reviews by the Department of Housing and Urban Devel­
opment (HUD) OIG indicate that for m ixed finance 
development projects supported by HUD through Devel­
opment or HOPE VI grants, component units, promissory 
notes associated with the transactions, ground lease agree­
ments, impaired assets, and donated land, were missing 
from the financial statements, and that omission was not 
reported by the auditor.
• Public Housing Authorities (PHAs) were not properly ac­
counting for the receipt and disbursement of federal awards.
• There has been improper accounting, including inadequate 
disclosure and improper cost allocation, by PHAs in their 
involvement with not-for-profit organizations, including 
their own organizational units and related organizations. 
This is occurring not only with entities participating in 
mixed finance transactions, but also with other unrelated 
activities. H UD ’s Inspector General has summarized a 
number of audit reports on this topic in his semiannual re­
port to Congress for September 2004. That report is on the 
HUD Internet site at www.hud.gov/offices/oig/.
Help Desk—To prevent such problems, you are advised to un­
derstand the terms and conditions of complex awards and to 
assess the client's compliance responsibility for the balances of 
loan programs that are not reported in the financial statements 
or in the SEFA. It also would be worthwhile to review your 
audit program for the SEFA to ensure that accounting and dis­
closure are addressed by your audit procedures.
Assessment and Testing o f Internal Control
Objectives And Characteristics of Internal Control in the Single 
Audit Environment
Federal administrative requirements require that nonfederal enti­
ties receiving federal awards establish and maintain internal con­
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trol designed to reasonably ensure compliance with federal laws, 
regulations, and program compliance requirements. Those re­
quirements are set forth in (1) the Grants Management Common 
Rule, as described in OMB Circular A -102, Uniform Administra­
tive Requirements fo r  Grants and Cooperative Agreements with State 
and  Local Governments, and as adopted by major sponsoring 
agencies and (2) OMB Circular A -110, Uniform Administrative 
Requirements fo r  Grants and Other Agreements with Institutions o f  
Higher Education, Hospitals and Other Non-Profit Organizations. 
Section 105 of Circular A-133 states that the objectives of inter­
nal control pertaining to the compliance requirements for federal 
programs (also referred to as internal control over compliance) 
are as follows;
1. Transactions are properly recorded and accounted for to:
a. Permit the preparation of reliable financial statements 
and federal reports.
b. Maintain accountability over assets.
c. Demonstrate compliance with laws, regulations, and 
other compliance requirements.
2. Transactions are executed in compliance with:
a. Laws, regulations, and the provisions of contracts or 
grant agreements that could have a direct and material 
effect on a federal program.
b. Any other laws and regulations that are identified in the 
compliance supplements.
3. Funds, property, and other assets are safeguarded against
loss from unauthorized use or disposition.
Part 6 of the Compliance Supplement presents the characteristics 
of internal control for a single audit in the context of the compo­
nents of internal control discussed in Internal Control—Integrated 
Framework (COSO Report), published by the Committee of 
Sponsoring Organizations of the Treadway Commission. The 
COSO Report provides a framework for organizations to design, 
implement, and evaluate control that will facilitate compliance
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with the requirements of federal laws, regulations, and program 
compliance requirements.
Auditor’s Responsibility
Circular A -133 requires that you obtain an understanding of the 
client’s internal control over federal programs sufficient to plan the 
audit to support a low assessed level o f  control risk for the assertions 
relevant to the compliance requirements for each major program 
and, unless internal control is likely to be ineffective, to perform 
testing of internal control as planned. If internal control over some 
or all of the compliance requirements for a major program are 
likely to be ineffective in preventing or detecting noncompliance, 
you are not required to plan and perform the testing described in 
Section 105 of the Circular for those compliance requirements. 
However, in such cases, you are required to report a condition (in­
cluding whether such condition is a material weakness) in accor­
dance with Section 510 of the Circular, to assess the related control 
risk at the maximum, and to consider whether additional compli­
ance tests are required because of ineffective internal control.
Your consideration of internal control over compliance for each 
major program is similar to the consideration of internal control 
over financial reporting in a financial statement audit as de­
scribed in SAS No. 55, Consideration o f  Internal Control in a Fi­
nancial Statement Audit (AICPA, Professional Standards, vol. 1, 
AU sec. 319). The major difference between Circular A -133 and 
SAS No. 55 is that Circular A -133 directs you to test internal 
controls over compliance. In your consideration of internal con­
trol over compliance, you are expected to;
1. Obtain an understanding of internal control over compli­
ance for federal programs that is sufficient to plan the audit 
by performing procedures to understand (a) the design of 
controls relevant to the compliance requirements for each 
major program and (b) whether they have been placed in 
operation. When determining the assertions relevant to the 
compliance requirements for each of the auditee’s major 
programs, you should consider referring to the general dis­
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cussion in Part 6 of the Compliance Supplement of the con­
trol objectives, components, and activities that are likely to 
apply to the fourteen types of compliance requirements. 
(Although Circular A -133 requires you to perform proce­
dures to obtain an understanding of internal control over 
compliance for federal programs that is sufficient to plan 
the audit to support a low assessed level of control risk for 
major programs, it does not actually require the achieve­
ment of a low assessed level of control risk.)
2. Assess control risk for the assertions relevant to the compli­
ance requirements for each major program. You are ex­
pected to use the knowledge provided by the understanding 
of internal control over compliance and the assessed level of 
control risk to determine the nature, timing, and extent of 
substantive tests for assertions relevant to the compliance 
requirements for each major program.
3. Perform testing of internal control over compliance as re­
quired and planned.
Audit Deficiencies
Reviewers have identified a number of deficiencies in the under­
standing of internal control over compliance, assessment of con­
trol risk, and related internal control testing:
• Failure of the audit documentation to conclude on whether 
the controls were placed in operation, although it did evi­
dence an understanding of internal control
• Failure to perform or document the auditor's consideration 
of risk for the five components of internal control (as set 
forth in the integrated framework proposed by the COSO 
Report) related to each type of compliance requirement for 
each major program
• Failure to consider a lack of separation of duties and other 
similar internal control weaknesses for a small organization 
as a reportable condition
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• Failure by the auditor to obtain an understanding of inter­
nal control over compliance or failure to document that 
understanding
• Failure to test internal control over compliance
• Failure to consider the results of the testing of internal con­
trol in assessing the risk of noncompliance and as the basis 
for determining the nature, timing, and extent of substan­
tive tests of compliance (such as the number of transac­
tions to be selected)
• Failure of the audit documentation to evidence the audi­
tor’s consideration of the effect of the use of information 
technology on internal control, or the effect of internal 
control on substantive procedures
• Failure to design adequate compliance and control tests, in­
cluding sampling applications, to support the reports issued
Help Desk—You should become familiar with Part 6 of the 
Compliance Supplement as well as the related discussion in 
Chapter 10 of the GAS/A-133 Guide. In addition, a proper 
understanding of the elements of internal control as described 
in the COSO Report, and the requirements of Circular A-133 
would be useful in preventing such problems.
Testing of Compliance
Compliance Requirements
The Compliance Supplement includes the principal compliance 
requirements applicable to most federal programs and the com­
pliance requirements of the largest federal programs. W ithout the 
Compliance Supplement, you would need to research many laws 
and regulations for each program under audit to determine which 
compliance requirements are important to the federal govern­
ment and could have a direct and material effect on a program.
Consideration of Fraud
As part of assessing audit risk and designing audit procedures in a 
single audit, you should consider the risk that material noncom­
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pliance with a major program’s compliance requirements may 
occur due to fraud. SAS No. 99, Consideration o f  Fraud in a Fi­
nancial Statement Audit (AICPA, Professional Standards, vol. 1, AU 
sec. 316), provides guidance on your responsibility to plan and 
perform the audit to obtain reasonable assurance about whether 
financial statements are free of material misstatement due to 
fraud. Although SAS No. 99 applies only to an audit of financial 
statements (that is, its requirements do not apply to a compliance 
audit), you may want to consider its guidance when planning and 
performing an audit of a client’s compliance with specified re­
quirements applicable to its major programs. In addition, you may 
wish to refer to the AICPA Practice Aid entitled Fraud Detection in 
a GAAS Audit—SAS No. 99 Implementation Guide, which identi­
fies example risk factors that relate to recipients of federal awards 
in various industries. If you have assessed fraud risk and have 
deemed that a further response is necessary, the guidance in SAS 
No. 99 (AU sec. 3 l6 .46 -.67 ) may be helpfu l.
Consideration of Abuse
Paragraphs 4.17 through 4.20 of GAS contain an additional 
fieldwork standard requiring that you be alert to situations or 
transactions that could be indicative of abuse. Paragraph 4.19 of 
GAS describes “abuse” by stating that it is distinct from fraud, il­
legal acts, and violations of provisions of contracts or grant agree­
ments. According to GAS, abuse “involves behavior that is 
deficient or improper when compared with behavior that a pru­
dent person would consider reasonable and necessary business 
practice given the facts and circumstances.” You have no respon­
sibility to design the audit to detect abuse. However, if  you be­
come aware of indications of abuse that could materially affect 
the financial statement amounts or other financial data signifi­
cant to the audit objectives, you should apply audit procedures 
specifically directed to ascertain whether abuse has occurred and 
the effect on the financial statement amounts or other financial 
data significant to the audit objectives.
The GAS standard on abuse, like all of the general, fieldwork, and 
reporting standards in GAS, applies to the entirety of the A-133
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audit, including the compliance audit. Therefore, if  in performing 
procedures on major programs, you become aware of a situation 
or transaction that m ight constitute abuse, you should extend 
your procedures to determine whether it is indicative of abuse and 
potentially material to the financial statement amounts or to the 
major program. Because the OMB cost principles circulars require 
that costs charged to federal awards be reasonable and necessary 
for the performance and administration of the awards, situations 
or transactions involving federal awards that might otherwise ap­
pear to constitute abuse instead generally are instances of non- 
compliance. However, you may become aware of isolated 
situations or transactions involving federal awards that do consti­
tute abuse. Chapter 12 of the GAS/A-133 Guide discusses the re­
porting of abuse involving federal awards.
Keeping Abreast of Changes in Compliance Requirements
If there have been changes to a program’s compliance require­
ments and the changes are not reflected in the Compliance Sup­
plem ent, you are expected to determine the current compliance 
requirements and modify your audit procedures accordingly.
Sampling
An auditor generally uses audit sampling to obtain evidential 
matter. There are two approaches to audit sampling, namely, 
nonstatistical and statistical. Circular A -133 does not require any 
particular sampling approach in a single audit. SAS No. 39, Audit 
Sampling (AICPA, Professional Standards, vol. 1, AU sec. 350), as 
amended, discusses the factors to be considered in planning, de­
signing, and evaluating audit samples, including planning a par­
ticular sample for a test of controls. W hen planning to test a 
particular sample of transactions, you should consider the specific 
audit objective to be achieved. The audit procedure, or combina­
tion of procedures, that will achieve the audit objective can then 
be determined. The size of a sample necessary to provide suffi­
cient evidential matter depends on both the objectives and the ef­
ficiency of the sample.
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Help Desk—The AICPA Audit Guide Audit Sampling pro­
vides guidance to help you apply audit sampling in accordance 
with SAS No. 39. That Guide discusses sampling in compli­
ance tests of internal controls and in substantive tests of details, 
as well as dual-purpose testing. SAS No. 74, Compliance Audit­
ing Considerations in Audits o f  Governmental Entities and Recip­
ients o f  Governmental Financial Assistance (AICPA, Professional 
Standards, vol. 1, AU sec. 801), as well as Circular A-133, has 
such a requirement regarding the determination of known and 
likely questioned costs. You should note that SAS No. 74 is to 
be revised in the near future and for that reason, you should 
consider keeping abreast of future changes.
Projecting the Results of a Sample
You should note that Circular A -133 requires you to determine 
both the known questioned costs and likely questioned costs as­
sociated with audit findings. The determination of likely ques­
tioned costs may require the projection of sample results to 
determine whether a finding is required to be reported in the 
schedule of findings and questioned costs. You are not required to 
expand your test work to definitively determine the total ques­
tioned costs. Circular A-133 does not require that you report an 
exact amount or a statistical projection of likely questioned costs, 
but rather that you include an audit finding when your estimate 
of likely questioned costs is greater than $10,000.
Federal Focus on Compensation for Personal Services
In performing procedures to test the allowability of expenditures 
on federal awards, you should be aware of the specific cost princi­
ples applicable to the auditee. Compensation for personal services 
often is the largest type of cost reimbursed by federal awards. If 
salaries are charged in whole or in part to a federal award, you 
should determine whether the client has established some link, as 
required by the applicable cost principle, between the proportion 
of an individual’s effort that is devoted to the award and the 
amount that is charged. Sometimes, auditees may charge salaries 
to federal awards based on some budgeted or anticipated time to 
be spent on the program, rather than actual time. A particular
71
problem arises when the individual is compensated by more than 
one entity. The cost principles focus on the amount reimbursed 
by the grantee, but, as noted in the Compliance Supplement, this 
reimbursement is required to be reasonable in light of the indi­
vidual’s commitments to other entities. According to federal 
agencies, executive salaries are also becoming an issue; the agen­
cies sometimes view those salaries as unreasonably high. Adminis­
trators of the Department of Health and Human Services (HHS) 
Head Start program have sent out a data query to its grantees re­
garding the level of compensation.
Audit Deficiencies
Reviewers have identified various problems with compliance test­
ing, including the following:
• The auditor prepared the documents used as evidence to 
support conclusions with no indication that the auditor 
verified the underlying data.
• The auditor did not test internal control over compliance 
or compliance, or did not document those tests, including, 
in particular, tests of cost principles and allowable costs.
• The auditor did not adequately design compliance and 
control tests, including sampling applications, to support 
the reports issued.
• Multipurpose testing has been found to be problematic. In 
one example, the auditor chose a single sample for the fi­
nancial statement audit and for testing internal control over 
compliance and compliance for eight major programs. The 
sample did not indicate which items related to which pro­
gram, how the sample was drawn, or what was tested. The 
attributes tested were accounting attributes, with the at­
tribute apparently intending to test internal control over 
compliance labeled approval. The attributes for the test did 
not include allowability, allocability, or reasonableness.
• Sample sizes have been a problem. Sometimes, the audit 
documentation did not evidence how the auditor derived
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the sample sizes used for testing. In addition, some audi­
tors have chosen only a few transactions for each major 
program. The GAS/A-133 Guide cautions against such a 
plan, and OIG representatives reiterate this caution and re­
mind auditors that the test attributes need to be specific 
tests for various programs as set forth in the Compliance 
Supplement, rather than generalities.
• Auditees have allocated indirect costs exclusively to federal 
programs when they benefit nonfederal programs as well, 
and auditors have not commented on the propriety of such 
cost allocation methods.
• Auditees have charged unallowable costs to federal pro­
grams, and auditors have not reported on such accounting.
• The auditee failed to document the eligibility of individual 
recipients (such as residents of affordable housing pro­
jects), and the auditor did not test or report such failures.
• The audit documentation did not conclude whether po­
tential internal control weaknesses and instances of non- 
compliance should be reported, resulting in imprecise 
reporting of the audit results.
• The auditor issued an opinion on compliance on major pro­
grams even though audit procedures were not complete or 
audit documentation of those procedures was not available.
• The audit documentation did not evidence the follow-up 
of open items on tests performed.
Help Desk—A well-designed testing plan, based on the audit 
objectives set forth in the Compliance Supplement, could help 
you avoid problems like these. For testing the 14 types of com­
pliance requirements identified by the OMB, you should refer 
to Part 3 of the Compliance Supplement, for specific agency re­
quirements, refer to Part 4; and for auditing programs not in­
cluded in the Compliance Supplement, refer to Part 7. A focus 
on preparing audit documentation that clearly explains the 
work performed, underlying rationales, and conclusions is key 
as well.
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Reporting
Required Reports
The clien t is responsible for submitting a reporting package that 
includes the following:
1. The financial statements of the client entity, organizational 
unit, or program
2. T h e  SEFA
3. Your opinion on the fair presentation of the financial state­
ments and whether the SEFA is presented fairly in all mate­
rial respects in relation to those financial statements taken 
as a whole
4. Your GAS report on internal control over financial report­
ing and on compliance and other matters
5. Your Circular A -133 report on internal control over com­
pliance and your opinion on compliance pertaining to 
each major program
6. Your schedule of findings and questioned costs, including:
a. A summary of your audit results that includes specific 
required elements as defined in Circular A -133
b. Findings related to the financial statements that are re­
quired to be reported in accordance with GAS
c. Findings and questioned costs for federal awards as re­
quired under Circular A -133 as follows:
i. Reportable conditions in internal control over 
major programs (Your determination of whether a 
deficiency in internal control is a reportable condi­
tion for the purpose of reporting an audit finding 
is in relation to a type of compliance requirement 
for a major program or an audit objective identi­
fied in the Compliance Supplement. You are re­
quired to identify reportable conditions that are 
individually or cumulatively material.)
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ii. M aterial noncompliance w ith the provisions of 
laws, regulations, contracts, or grant agreements 
related to a major program (Your determination of 
whether a noncompliance with the provisions of 
laws, regulations, contracts, or grant agreements is 
material for the purpose of reporting an audit find­
ing is in relation to a type of compliance require­
ment for a major program or an audit objective 
identified in the Compliance Supplement.)
For each major program, known questioned costs 
that exceed, or are likely to exceed, $10,000 for 
each type of compliance requirement
For nonmajor programs, known questioned costs 
that exceed $10,000
The circumstances concerning why your report on 
compliance for major programs is other than an un­
qualified opinion, unless such circumstances are 
otherwise reported as audit findings in the schedule
Known fraud that affects a federal award (Circular 
A -133 does not require you to make an additional 
reporting when you confirm that the fraud was re­
ported outside of the auditor's reports under the 
direct reporting requirements of GAS.)
Any abuse (that would not otherwise be reported 
as noncompliance or a weakness in internal con­
trol) that is material to a federal program (see the 
related discussion in the section above titled “Test­
ing of Compliance”)
viii. Any misrepresentation of your client’s report on 
the status of prior audit findings
7. Your client’s corrective action plan
8. Your client’s summary schedule of prior audit findings
9. The data collection form (see the following)
7 5
iii.
iv.
V.
vi.
vii.
Data Collection Form and Submissions to the Federal 
Audit Clearinghouse
Form SF-SAC, the data collection form, provides information 
on the results of the audit and is entered into a database main­
tained by the Federal Audit Clearinghouse (FAC). Although both 
you and your client complete parts of the form, the client is re­
sponsible for submitting both the form and the appropriate num­
ber of reporting packages to the FAC. If your client is a 
subrecipient, it also is required to forward a copy of the reporting 
package to the PTE when the schedule of findings and ques­
tioned costs contains audit findings relating to federal awards 
provided by the PTE or when the summary schedule of prior 
audit findings reports the status of any audit findings relating to 
such awards. If the report contains no such findings, a subrecipi­
ent is required only to provide the affected PTEs with a written 
notification that the audit was completed and that neither the 
schedule of findings and questioned costs nor the summary 
schedule of prior audit findings contained findings relating to the 
federal awards provided by the PTE.
Help Desk—The GAS/A-133 Guide further discusses the 
data-collection form and submissions to the FAC, including 
Internet- and CD-ROM-based submissions.
Detail of Audit Findings
Cognizant agencies and other federal officials are charged with 
the resolution of audit findings. The audit report and schedule of 
findings and questioned costs are their main source of informa­
tion in that process. Consequently, it is important to provide the 
audit finding detail required by Circular A -133 to help the reso­
lution process to proceed. Section 510 (b) of Circular A -133 lists 
the required elements of audit findings. Those elements include 
the federal program name or other identification of the specific 
award, the Catalog o f  Federal Domestic Assistance (CFDA) title 
and number, the federal award number and year, name of the 
sponsoring federal agency, and the name of the PTE, if  applica­
ble. If information such as the CFDA title and number or the
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federal award number is not available, you should provide the 
best information available to describe the federal award.
According to Circular A -133, you also should provide criteria or 
specific requirement upon which your audit finding is based (in­
cluding the statutory, regulatory, or other citation) and the condi­
tion that you found; you should identify any costs you 
questioned under those criteria and how they were computed; 
and the possible asserted effect. In addition, you should give 
enough information to provide the federal agency w ith the 
proper perspective for judging the prevalence and consequences 
of each audit finding, such as whether the finding represents an 
isolated instance or a systemic problem. You also should include 
your recommendations to prevent future occurrences of the defi­
ciency identified in the audit finding. As noted in chapter 12 of 
the GAS/A-133 Guide, GAS requires that you obtain and report 
management views, planned corrective actions in the schedule of 
findings, and questioned costs for both financial statement-related 
findings and federal awards-related findings. Alternatively, de­
pending on the status of the development and scope of the cor­
rective action plan at the time the auditor’s reports are released, 
you may be able to refer to the corrective action plan as the re­
quired presentation of management’s views and corrective ac­
tions. Finally, each audit finding in the schedule of findings and 
questioned costs should be numbered to allow for easy reporting 
of the findings to the FAC and their referencing during the sub­
sequent follow-up.
Management Letters
You may be in the practice of issuing a management letter to 
communicate information to the client about ways to improve 
operational efficiency and effectiveness or otherwise improve in­
ternal control or other policies or procedures. Further, GAS re­
quires certain findings to be reported in a management letter, as 
discussed in the following paragraph. In communicating infor­
mation in a management letter, you should be careful not to in­
clude matters that are defined as findings under Circular A -133. 
As discussed in Chapter 12 of the GAS/A-133 Audit Guide, the
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schedule of findings and questioned costs should include all audit 
findings that you are required to report under Circular A -133. A 
management letter may not be used to communicate such mat­
ters to the client in lieu of reporting them as audit findings in ac­
cordance w ith C ircular A -133. For that reason there is no 
requirement for you to refer to the management letter in your 
Circular A -133 report.
Paragraphs 5.16 and 5.20 of GAS require you to communicate to 
the client in a management letter the following matters unless 
clearly inconsequential:
1. Deficiencies in internal control that are not reportable 
conditions,
2. Immaterial violations of provisions of contracts or grant 
agreements, or
3. Immaterial abuse.
Generally, GAS requires you to evaluate findings for the purpose 
of communication in the management letter based on their con­
sequence to the financial statements or other financial data signif­
icant to the audit objectives. In a Circular A -133 audit, however, 
you should evaluate findings involving federal awards for the pur­
pose of that communication based only on their consequence to 
the financial statements, and you would refer to the management 
letter in your GAS report. Finally, you are reminded not to in­
clude personal identification or other potentially sensitive matters 
in the management letter or in the GAS reports.
Follow Up on Audit Findings
Circular A -133 places on the client the responsibility for prepar­
ing a corrective action plan, taking corrective actions on audit 
findings, and reporting the status of corrective actions in subse­
quent reports. You are required to follow up on prior audit find­
ings, perform procedures to assess the reasonableness of the 
client's summary schedule of prior audit findings, and report, as a 
current-year audit finding, when you conclude that the summary 
schedule of prior audit findings materially misrepresents the sta­
tus of any prior audit finding in accordance with the require­
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ments of Section 500(e) of Circular A-133. You have no respon­
sibility for the corrective action plan itself; however, you may be 
separately engaged by the client to assist in developing appropri­
ate corrective actions in response to audit findings. You may find 
the client's corrective action plan (in addition to the schedule of 
prior audit findings) useful in performing follow-up on prior 
audit findings because it may provide an indication of the correc­
tive steps planned by the client.
Management Decision
W ithin six months of its receipt of the report, the federal award­
ing agency is required to issue a management decision on each 
audit finding. A management decision, which may be referred to 
as a determination or by another name, is a written evaluation of 
the audit findings that specifies the necessity for corrective action 
by the client. If the audit findings include questioned costs that 
are disallowed by the management decision, the client may have 
to refund the disallowed amount.
Audit Deficiencies
Reviewers have identified problems with auditors’ financial state­
ment, GAS, and A-133 reports, as follows:
• The report on financial statements stated that the audit was 
performed under GAS but did not refer to the GAS report 
on internal control over financial reporting and on compli­
ance and other matters.
• The auditor’s reports were not modified for an incorrect 
application of GAAP in the financial statements, especially 
an improper application of GASB Statement No. 34, Basic 
Financial Statements—and  M anagem ent’s Discussion and  
Analysis—-for State and Local Governments, an improper ac­
counting for a particular fund, or inadequate financial 
statement disclosure.
• The auditor did not dual-date an audit report that was 
reissued because of a restated SEFA or indicate why the re­
port was reissued.
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The auditor did not report reportable conditions or mate­
rial noncompliance as required by the GAS.
The auditor did not prepare the GAS report on internal 
control over financial reporting and on compliance and 
other matters.
The auditor’s report on the financial statements referred to 
the reports of other auditors, but the GAS report did not.
The restricted-use paragraph in the GAS and Circular A- 
133 reports failed to conform to the provisions of SAS No. 
87, Restricting the Use o f  an Auditors Report (AICPA, Pro­
fessiona l Standards, vol. 1, AU sec. 532), or was not re­
stricted to the proper users.
The appropriate C ircular A -133 reporting was not in­
cluded. In some cases, the report on internal control over 
compliance and opinion on compliance for each major pro­
gram as required by Circular A -133 was not prepared. In 
others, the appropriate report wording was not used.
The schedule of findings and questioned costs included an 
incorrect amount for the dollar threshold to distinguish 
type A programs.
The auditor did not follow up on prior audit findings.
The audit findings failed to cite CFDA numbers, award 
year, and other required elements.
The client did not carry forward certain prior-year finding 
to the current-year’s summary schedule of prior audit find­
ings, as required under Section 315 (b) of Circular A -133, 
and the auditor failed to mention that omission in the re­
port, as required by Section 510 (b) (7) of A -133.
The audit documentation did not indicate the disposition 
of potential reportable conditions and other findings when 
required to.
The data collection form was not completed correctly.
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Help Desk—To avoid reporting problems, the engagement 
team should refer to the latest professional literature, including 
GAS, Circular A-133, the Compliance Supplement, and the 
GAS/A-133 Guide. The illustrative reports in Chapters 4 and 
12 of the GAS/A-133 Guide should be particularly useful. To 
help ensure that reports are appropriate, some audit organiza­
tions require an independent review of GAS and Circular A- 
133 reports by a specialist within or a consultant to the 
organization before their release.
81
APPENDIX B
Changes to Government Auditing Standards
Issued on June 25, 2003, the 2003 revision to Government Audit­
in g Standards (GAS, also referred to as the Yellow Book) contains 
standards for financial audits, attestation engagements, and per­
formance audits. It was effective for financial audits and attesta­
tion engagements of periods ending on or after January 1, 2004, 
and for performance audits beginning on or after January 1, 2004, 
with early application permissible. In comparison to the 1994 ver­
sion, the 2003 revision reorganizes the order and presentation of 
the standards by function (such as planning, audit documenta­
tion, and report content) and makes various changes. Among the 
most significant changes, in the 2003 GAS, are the following:
Attestation
engagements
Computerized
information
systems
Professional
competence
Continuing
Professional
Education
Adds a new chapter on attestation engagements that 
includes additional fieldwork and reporting standards 
over and above what would be required under the 
AICPA's attestation standards
Extends to both attestation engagements and performance 
audits the requirements that auditors document decisions 
related to internal control over data significantly  dependent 
on computerized information systems and communicate 
specific information to specific parties during the planning 
stage o f the engagement or audit
Requires that audit and attestation staff collectively 
possess the technical knowledge, skills, and experience 
necessary to be competent for the type o f work being 
performed before beginning the work on the assignment
Clarifies that the 80 hours o f continuing professional 
education (CPE) that is required every two years for each 
auditor performing work under GAS should directly 
enhance the auditor's professional proficiency to perform 
audits or attestation engagements (A recent amendment 
to paragraph 3.45 o f GAS creates an exemption from this 
CPE requirement for certain auditors. See the section o f 
this Alert entitled “ Government A u d itin g  Standards  
Continuing Professional Education Requirements.”)
82
Documentation
Internal quality 
control systems 
and external peer 
review reports
Abuse
Requires that documentation to support findings, 
conclusions, and recommendations be available before 
auditors issue their reports
Expands the requirements for internal quality control 
systems and external peer review reports; also requires 
audit organizations to include the letter o f comment 
when they provide their peer review reports to potential 
clients, other auditors using their work, and to the 
appropriate oversight bodies
For financial audits, including Circular A -133 audits, 
adds a requirement for auditors to be alert to situations 
or transactions that could indicate abuse, and, if  
indications o f abuse exist that could materially affect the 
financial statement amounts or other financial data 
significant to the audit objectives, to apply procedures 
specifically directed to ascertain whether abuse has 
occurred and the effect on the financial statement 
amounts or other financial data (GAS defines abuse as a 
situation that “involves behavior that is deficient or 
improper when compared with behavior that a prudent 
person would consider reasonable and necessary business 
practice given the facts and circumstances.” Auditors 
should report material abuse in the auditor’s reports and 
communicate certain other abuse in the management 
letter. This requirement applies also to performance 
audits and attestation engagements.)
Audit Standards in Addition to GAAS
For financial audits, GAS includes general standards, as well as 
fieldwork and reporting standards that are in addition to those re­
quired by generally accepted auditing standards (GAAS). The fol­
lowing table shows the additional GAS fieldwork and reporting 
responsibilities specifically related to internal control; compliance 
with laws, regulations, and provisions of contracts or grant agree­
ments; fraud; and abuse. Not all of these standards have changed 
in the 2003 edition of GAS, but are summarized for your infor­
mation. You should refer to the 2003 GAS for a full listing and 
understanding of its standards.
Internal Control over Financial Reporting
Additional
Fieldwork
Responsibilities
The auditor should communicate information regarding 
the nature, timing, and extent o f the planned testing and 
reporting and the level o f assurance for internal control
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Additional Reporting 
Responsibilities
Compliance
over financial reporting to certain parties during the 
planning stages o f an audit.
The auditor also should develop additional documentation 
o f the auditor’s consideration that the planned audit 
procedures are designed to achieve audit objectives when 
evidential matter obtained is highly dependent on 
computerized information systems and is material to the 
objective o f the audit but the auditor is not relying on 
the effectiveness o f internal control over those 
computerized systems that produced the information.
The auditor should issue a written report describing the 
scope o f the auditor’s testing o f internal control over 
financial reporting and presenting the results o f those 
tests. (An opinion on internal control is not required, but 
is permitted if  sufficient work was performed.) The 
auditor’s written report should identify deficiencies in 
internal control considered to be reportable conditions 
and those reportable conditions that are individually or 
in the aggregate material weaknesses. The auditor should 
report other deficiencies in internal control, except those 
that are clearly inconsequential, in a management letter.
Additional The auditor should communicate information regarding
Fieldwork the nature, timing, and extent o f planned testing and
Responsibilities reporting and the level o f assurance on compliance with
laws, regulations, and provisions o f contracts or grant 
agreements to certain parties during the planning stages 
o f an audit. GAS also specifically states that the auditor 
should design the audit to provide reasonable assurance 
o f detecting material misstatements resulting from  
noncompliance with provisions o f contracts or grant 
agreements that have a direct and material effect on the 
determination o f financial statement amounts or other 
financial data significant to the audit objectives.
Additional The auditor should issue a written report describing the
Reporting scope o f the auditor’s testing o f compliance with laws,
Responsibilities regulations, and provisions o f contracts or grant
agreements and presenting the results o f those tests. (An 
opinion on compliance is not required, but is permitted 
if sufficient work was performed.) The auditor’s written 
report should identify all illegal acts unless they are 
clearly inconsequential and material violations of 
provisions o f contracts or grant agreements. (In a 
Circular A -133 audit, the auditor should apply a financial 
statement materiality consideration in reporting in the 
GAS report illegal acts involving federal awards that are
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Fraud
subject to Circular A -133 reporting. That is because 
those findings already are reported in the Circular A -133  
report.) The auditor should report violations of 
provisions o f contracts or grant agreements that are less 
than material but more than clearly inconsequential in a 
management letter.
Additional
Fieldwork
Responsibilities
Additional
Reporting
Responsibilities
Abuse
None
The auditor’s written report should identify all instances 
o f fraud unless clearly inconsequential. (In a Circular 
A -133 audit, the auditor should apply a financial 
statement materiality consideration in reporting in the 
GAS report fraud involving federal awards that are 
subject to Circular A -133 reporting. That is because 
those findings already are reported in the Circular A -133  
report.)
Additional
Fieldwork
Responsibilities
Additional
Reporting
Responsibilities
The auditor has no responsibility to design the audit to 
detect abuse. However, the auditor should be alert to 
situations or transactions that could be indicative of 
abuse. If the auditor becomes aware o f indications of 
abuse that could materially affect the financial statement 
amounts or other financial data significant to the audit 
objectives, the auditor should apply audit procedures 
specifically directed to ascertain whether abuse has 
occurred and the effect on the financial statement 
amounts or other financial data significant to the audit 
objectives.
The auditor’s written report should identify all material 
abuse. The auditor should report abuse that is less than 
material but more than clearly inconsequential in a 
management letter.
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APPENDIX C
Using the Federal Audit Clearinghouse
Data Base
Form SF-SAC, the data collection form, provides information on 
the results of the Circular A -133 audit and is entered into a data­
base maintained by the Federal Audit Clearinghouse (FAC). Al­
though both you and your client complete parts of the data 
collection form, your client is responsible for submitting both the 
form and the appropriate number of reporting packages to the 
FAC. If your client is a subrecipient, it also is required to forward 
a copy of a reporting package to the pass-through entity (PTE) 
when the schedule of findings and questioned costs contains 
audit findings relating to federal awards provided by the PTE or 
when the summary schedule of prior audit findings reports the 
status of any audit findings relating to such awards. If the report 
contains no such findings, a subrecipient is required only to pro­
vide the affected PTEs with a notification that the audit was 
completed and that neither the schedule of findings and ques­
tioned costs nor the summary schedule of prior audit findings 
contained findings relating to the federal awards provided by the 
PTE.
Help Desk—If either you or your client has a question about 
the data collection form, the FAC has posted on its Internet 
site a useful set of responses to frequently asked questions. As 
noted in the section of this Alert entitled “Data Collection 
Form Developments,” FAC representatives also are available 
by phone.
Your client is required to submit both the data collection form 
and the appropriate number of reporting packages to the FAC 
within 30 days of receipt of the auditor’s reports, but no later 
than 9 months after the end of its fiscal year. The form requires 
information regarding the period under audit; the client; the au­
86
ditor; a summary of the client’s federal expenditures; and a sum­
mary of the results of the audit.
To take advantage of the online editing feature, the client is en­
couraged to use the Internet to submit the data collection form to 
the FAC electronically. However, until the FAC receives an accept­
able reporting package(s) and the data collection form, the client 
does not receive credit for meeting the submission requirement.
You may find it worthwhile to investigate the FAC data base. 
You can find instructions for its use on the FAC Internet site at 
harvester.census.gov/sac. The FAC expects that the major users of 
its data base w ill be federal sponsoring agencies. A number of 
agencies report that they have found it useful, for example, to 
compare the results of their own programmatic audits with those 
Circular A -133 audits performed by independent auditors and 
filed on the data base. FAC officials also point out that you as an 
auditor can benefit from the data base. For example:
• You and your clients can check on the status of submissions.
• You and your clients can ascertain the status of their subre­
cipients’ submissions.
• You can perform overall analytical assessments of your or­
ganization’s audits to determine, for example, whether 
there are any problems with the two-year look-back rule 
and major program determination.
• You can sort submissions by audit organization, thereby cre­
ating a potential marketing tool for organizations that are 
active in a particular GAS/A-133 market.
• You can look at reports or findings related to programs you 
are auditing to supplement staff training.
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APPENDIX D
Research Tools, Aids, and Other Resources
The following lists Internet sites of many of the organizations re­
ferred to in this Audit Risk Alert, as well as others that you may 
find useful. The AICPA section also includes a summary of pub­
lications and continuing professional education (CPE) courses, 
information on conferences, and other resources the AICPA of­
fers that may assist you as you perform audits in accordance with 
Government Auditing Standards (GAS) and Office of Manage­
ment and Budget Circular A -133, Audits o f  States, Local Govern­
ments, and Non-Profit Organizations (Circular A -133).
AICPA: American Institute of Certified Public Accountants
Internet Site
The AICPA Internet site at www.aicpa.org offers users the oppor­
tunity to stay abreast of developments in accounting, auditing, 
and professional ethics. Online resources include professional 
news, membership information, state and federal legislative up­
dates, AICPA press releases, speeches, exposure drafts, and a list 
of links to other accounting- and finance-related sites. The site 
also has a “Talk to Us” section, allowing users to send e-mail mes­
sages directly to AICPA representatives or teams. The AICPA 
Governmental Audit Quality Center's Internet site (www.aicpa. 
org/GAQC) provides updates, developments, and resources 
specifically related to governmental audits.
Publications
The following AICPA publications may be of interest to practi­
tioners who are performing GAS and Circular A -133 audits. You 
can order AICPA publications on the Internet at www.cpa2biz. 
com or by calling (888) 777-7077.
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Audit and Accounting Guides
-  Government Auditing Standards and Circular A -133 
Audits
-  Audits of State and Local Governments
-  Audits of Health Care Organizations
-  Audits of Not-for-Profit Organizations
Audit Risk Alerts
-  General Audit Risk Alert
-  Health Care Industry Developments
-  Not-for-Profit Organizations Industry Developments
-  State and Local Governmental Developments
Practice Aids
-  Auditing Recipients of Federal Awards; Practical Guid­
ance for Applying OMB Circular A -133—2005—2006
-  Applying OCBOA in State and Local Governmental Fi­
nancial Statements
-  Auditing Governmental Financial Statements; Pro­
grams and Other Practice Aids
-  Understanding and Implementing GASB’s New Finan­
cial Reporting Model; A Question and Answer Guide 
for Preparers and Auditors of State and Local Govern­
mental Financial Statements, Revised Edition (product 
no. 022516kk)
-  Disclosure Checklists and Illustrative Financial State­
ments
-  Checklists and Illustrative Financial Statements for 
Health Care Organizations
-  Checklists and Illustrative Financial Statements for 
Not-for-Profit Organizations
-  Checklists and Illustrative Financial Statements for 
State and Local Governments
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Continuing Professional Education Courses
The AICPA offers CPE related to GAS and Circular A -133 au­
dits in the form of both group-study and self-study courses, and 
in print and video formats. You can obtain information on these 
and other AICPA CPE courses on the Internet at www.cpa2biz. 
com or by calling (888) 777-7077.
Group-study courses include the following:
• Advanced Auditing of HUD-Assisted Projects
• Applying A-133 to Nonprofit and Governmental Organi­
zations
• Audits of HUD-Assisted Projects
• Governmental Accounting and Auditing Update
• Governmental and Nonprofit Annual Update
• Nonprofit Auditing and Accounting Update
• Solving Complex Single Audit Issues for Government and 
Nonprofit Organizations
• Workpaper Techniques for Government and Nonprofit 
Organizations
• The Revised Yellow Book: Government Auditing Standards 
Self-study courses include the following:
• Advanced Auditing of HUD-Assisted Projects (product 
no. 730191kk)
• Applying A-133 to Nonprofit and Governmental Organi­
zations (product no. 730206kk)
• Audits of HUD-Assisted Projects (product no. 730296kk)
• Governmental Accounting and Auditing Update (product 
no. 736475kk)
• Governmental and Nonprofit Annual Update (product no. 
731932kk)
• Nonprofit Auditing and Accounting Update (product no. 
732091kk)
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• Solving Complex Single Audit Issues for Government and 
Nonprofit Organizations (product no. 734409kk)
• Workpaper Techniques for Government and Nonprofit 
Organizations (product no. 732634kk)
• The Revised Yellow Book; Government Auditing Standards 
(product no. 736114kk)
The AICPA also offers the following video courses:
• Applying A-133 to Nonprofit and Governmental Organi­
zations (product no. 187203kk)
• Governmental Accounting and Auditing Update (product 
no. 186479kk)
• Governmental and Nonprofit Annual Update (product no. 
181932kk)
• Nonprofit Auditing and Accounting Update (product no. 
1820701 kk)
• The Revised Yellow Book: Government Auditing Standards 
(product no. 187104kk)
Information on these and other AICPA government and not-for- 
profit auditing courses is available at www.cpa2biz.com or by 
calling (888) 777-7077.
Online CPE
AICPA InfoBytes, offered exclusively through CPA2Biz.com, is 
the AICPA’s flagship online learning product. AICPA InfoBytes 
now offers a free trial subscription for up to 30 days. AICPA 
members pay $149 (nonmember, $369) for a one-year subscrip­
tion. Divided into one- and two-credit courses that are available 
24/7, AICPA InfoBytes offers hundreds of hours of learning in a 
wide variety of topics. Topics of interest include the Government 
Auditing Standards, Circular A -133 auditing, accounting and fi­
nancial reporting pronouncements, HUD, industry updates, and 
other pertinent issues. To register or learn more, visit www. 
cpa2biz.com/infobytes.
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Industry Conference and Training Programs
The following events may benefit you as you seek to enhance the 
quality of your GAS and Circular A -133 audits.
AICPA National Not-for-Profit Industry Conference
This annual conference is ideal for experienced audit and tax 
practitioners, as well as not-for-profit organization financial exec­
utives, and provides technical information for those decision­
makers. It offers advanced and in-depth train ing on the key 
not-for-profit accounting, auditing, tax, and management issues 
and includes sessions relating to GAS and Circular A -133 audits. 
Further, it provides up-to-date information on the latest regula­
tory guidelines and industry innovations. The next Not-for- 
Profit Industry Conference will be held in June 2006.
AICPA National Governmental Accounting and Auditing 
Update Conference
This annual conference is designed for practitioners; officials 
working in federal, state, or local governmental finance and ac­
counting; and recipients of federal awards. It is the premier 
forum for the discussion of important governmental accounting 
and auditing developments, including those related to GAS and 
Circular A -133. Participants will receive updates on current is­
sues, practical advice, and timely guidance on recent develop­
ments from experts. The 22nd annual National Governmental 
Accounting and Auditing Update Conference will be held on Au­
gust 22-23, 2005, in Washington, D.C., and again on September 
26—27, 2005, in Tempe, Arizona. Optional pre- or post-confer­
ence workshops at both venues offer an intensive, interactive op­
portunity for additional CPE.
AICPA National Governmental and Not-for-Profit 
Training Program
This annual program is designed for practitioners or accountants, 
auditors, and other staff in government and not-for-profit organi­
zations. It is an interactive training program with a number of 
concurrent “roll-up-your-sleeves” workshops. Attend to receive 
in-depth, hands-on training in NPO and government accounting
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and auditing topics, including training related to GAS and Cir­
cular A -133. This conference w ill be held on October 17-19, 
2005, in New Orleans, Louisiana.
AICPA National Healthcare Industry Conference
This annual conference allows participants the opportunity to 
gain the information and techniques needed to stay on top of 
trends that are important to healthcare auditing practices, as well 
as healthcare organizations (including those that are not-for- 
profit organizations, governmental entities, and for-profit organi­
zations). W ith  access to some of the nation’s top healthcare 
specialists, there will be up-to-the-minute information on the lat­
est developments in healthcare issues relating to physician prac­
tices, revenue management, the Health Insurance Portability and 
Accountability Act (HIPAA), accounting and auditing, tax, oper­
ations, and much more. This conference will be held on Novem­
ber 17—18, 2005, in Las Vegas, Nevada.
Help Desk—You can obtain more information about the con­
ferences or the training program on the Internet at www. 
cpa2biz.com www.cpa2biz.com or on the events page of the 
Governmental Audit Quality Center at gaqc.aicpa.org/Events/) 
or by calling (888) 777-7077.
Governmental Audit Quality Center (GAQC)
The GAQC provides firm members with a set of best practices 
and tools in the specialized area of governmental auditing, in­
cluding GAS and Circular A -133 audits. It also includes a com­
prehensive Internet site at www.aicpa.org/GAQC. See additional 
detail about the Center in the section of this Alert titled “Gov­
ernmental Audit Quality Center.”
Accounting and Auditing Technical Hotline
The Technical Hotline answers members’ inquiries about ac­
counting, auditing, attestation, compilation, and review services. 
Call (888) 777-7077 or go to the AICPA’s Internet site at www. 
aicpa.org.
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Ethics Hotline
Members of the AICPA’s Professional Ethics Team answer in­
quiries concerning independence and other behavioral issues re­
lated to the application of the AICPA Code of Professional 
Conduct. Call (888) 777-7077.
Fax Hotline
The AICPA has a 24-hour fax system that enables interested persons 
to obtain information that includes, for example, current AICPA 
comment letters, conference brochures and registration forms, CPE 
information, actions of the Accounting Standards Executive Com­
mittee (AcSEC), and legislative news. To access the hotline, dial 
(201) 938-3787 from a fax machine and follow the voice cues.
Service Center Operations
To order AICPA products, receive information about AICPA activ­
ities, and find help on your membership questions call the AICPA 
Service Center Operations at (888) 777-7077. The best times to 
call are 8:30 a.m. to 11:30 a.m. and 2:00 p.m. to 7:30 p.m., East­
ern Standard Time. You also can order AICPA products from the 
Service Center by facsimile at (800) 362-5066 or visit www. 
cpa2biz.com to obtain product information and place online orders.
AICPA’S Antifraud and Corporate Responsibility Resource Center
The AICPA’s Antifraud and Corporate Responsibility Resource 
Center (www.aicpa.org/antifraud) allows you to select optional 
ways to learn about fraud. The center spotlights the new Internet- 
based fraud and ethics case studies and commentaries, the AICPA 
antifraud Webcast series, the interactive CPE course Fraud  and the 
CPA, and a competency model that allows you to assess your over­
all skills and proficiencies as they relate to fraud prevention, detec­
tion, and investigation, among other topics. In addition, the site 
offers press releases and newsworthy items on other AICPA courses 
related to fraud prevention and detection, and an overview of the 
AICPA Antifraud and Corporate Responsibility Program. New 
materials are frequently added to the site.
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Catalog of Federal Domestic Assistance (CFDA)
Federal financial assistance is classified into program categories in 
the CFDA. Circular A -133 defines federal programs as all federal 
awards under the same CFDA number. This Internet site is an 
electronic searchable version of the CFDA, which may be useful 
for identifying or verifying CFDA numbers: www.cfda.gov.
Chief Financial Officers (CFO) Council
This Internet site, aimed at federal agency CFOs, has important 
public financial management and accounting information, includ­
ing a useful summary of Single Audit concepts: www.cfoc.gov
Department of Education (ED): Office of Inspector 
General Nonfederal Audits Team
The purpose of the ED's Nonfederal Audits Team is, among other 
activities, to carry out the responsibilities specified in the Single 
Audit Act and Circular A -133 and the H igher Education Reau­
thorization Act and implementing regulations. Those responsibil­
ities require the Office of Inspector General (OIG) to assure the 
quality and usefulness of the nonfederal audit process. This Inter­
net site provides sources, including various audit guides, to assist 
in the conduct and understanding of single audits and audits of 
Student Financial Aid: www.ed.gov/about/offices/list/oig/nonfed/ 
index.html.
Department of Housing and Urban Development (HUD): 
Office of Inspector General
The H UD OIG promotes the integrity, efficiency and effective­
ness of HUD programs and operations to assist the Department 
in meeting its mission. Among the items found on this Internet 
site is the Consolidated Audit Guide f o r  Audits o f  HUD Programs: 
www.hud.gov/offices/oig/.
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De p a rtm e n t o f H ousing and Urban Dev e lo p m e n t: Rea l 
E s ta te  A ssessm ent C en te r (REAC)
The REAC mission is to centralize the assessment of all HUD 
housing into a single organization. Among other things, the REAC 
team, analyzes data, develops objective performance scores and 
delivers assessment results to HUD program staff, and others 
charged w ith preserving America’s housing stock. The REAC 
team also assess the quality of the audit work being performed on 
various types of housing audits. This Internet site is of interest to 
auditors in that it provides the latest news and happenings related 
to HUD housing audits: www.hud.gov/offices/reac/index.cfm.
F edera l Ac c o u n tin g  S tanda rds A d v iso ry Board  (FASAB)
The FASAB is the accounting standard-setter for financial state­
ment audits of federal entities. This Internet site provides up-to- 
date information of the activities of the Board and its various 
technical projects: www.fasab.gov/.
Federa l A u d it Clearinghouse (FAC)
Among its various roles, the FAC assists federal agencies in ob­
taining Circular A -133 data and reporting packages, as well as as­
sists auditors and clients minimize the reporting burden of 
complying with Circular A-133 requirements. This Internet site 
contains the various versions of the data collection form (Form 
SF-SAC), provides a means for electronic completion and sub­
mission of the data collection form, and allows users to search the 
FAC’s database, which contains information obtained from data 
collection form submissions: harvester.census.gov/sac.
Financial Accounting Standards Board (FASB)
The FASB is the accounting standard-setter for financial state­
ment audits of for-profit and not-for-profit entities. This Internet 
site provides up-to-date information of the activities of the Board 
and its various technical projects: www.fasb.org/.
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FirstGov
This Internet site is the official U.S. gateway to all government 
information. It includes a powerful search engine and a collection 
of links that connect you to millions of Internet sites— including 
those of the federal government; state, local, and Indian tribal 
governments; and foreign nations. For example, if  you need to re­
search a new regulation that might affect a federal program you 
are auditing, there are links to search the Code of Federal Regula­
tions and the Federal Register. Go to: www.firstgov.gov/.
Government Accountability Office (GAO)
Main Page
The GAO Internet site at www.gao.gov contains links to the hun­
dreds of reports and testimony to the Congress each year on a va­
riety of subjects, including accounting, budgeting, and financial 
management. Hard copies of GAO reports and testimony can be 
obtained from the GAO, 441 G St NW, Room LM, Washington, 
DC 20548; phone (202) 512-6000; fax (202) 512-6061; or at 
www.gao.gov/cgi-bin/ordtab.pl.
The GAO's Internet site also includes Comptroller General deci­
sions and legal opinions, GAO policy documents, and special 
publications. You may subscribe to GAO daily electronic alerts at 
www.gao.gov/subtest/subscribe.html.
Government Auditing Standards Section
The following publications are available on the GAO Internet 
site at www.gao.gov/govaud/ybk01.htm. They also are available 
through the Superintendent of Documents, U.S. Government 
Printing Office (GPO), P.O. Box 371954, Pittsburgh, PA 15250- 
7954, phone (866) 512-1800 or (202) 512-1800, fax (202) 512- 
2250, or on the Internet at bookstore.gpo.gov/.
• 2003 Revision to Government Auditing Standards—This is a 
comprehensive revision of the 1994 version of Government 
A uditing Standards and its Amendments No. 1 through
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No. 3. (Note that the contents of those amendments were 
incorporated into the revision.)
• Government Auditing Standards: Answers to Indepen­
dence Questions—This publication responds to questions 
related to GAS independence requirements, including im­
plementation time frame, underlying concepts, and appli­
cation in specific nonaudit circumstances.
The following are among the publications available only on the 
GAO Internet site at www.gao.gov/govaud/ybk01.htm and not 
through the GPO:
• Interpretation of Continuing Education and Training Re­
quirements— Government Auditing Standards establishes 
specific CPE requirements for auditors working on audits 
performed in accordance with those standards. This 1991 
Interpretation guides audit organizations and individual 
auditors on implementing the CPE requirements by an­
swering the most frequently asked questions from the 
audit community. As noted in the section of this ARA en­
titled "Government Auditing Standards Developments,” the 
GAO revised and posted this change on the Web site this 
in April 2005, and it is effective for CPE measurement pe­
riods beginning on or after June 30, 2005, with early ap­
plication encouraged. U ntil the new guidance is 
completely implemented, the old guidance (including the 
internet notice) is effective.
• Internet Notices entitled “Amendment to Paragraph 46 of 
the Interpretation of Continuing Education and Training 
Requirements” and “Guidance on Complying with Gov­
ernment Auditing Standards Reporting Requirements for 
the Report on Internal Control for Audits of Certain Enti­
ties Subject to the Requirements of the Sarbanes-Oxley Act 
of 2002 and Government Auditing Standards.'' See the dis­
cussions of these Internet Notices in the sections of this 
Alert entitled Government Auditing Standards Continuing 
Professional Education Requirements” and “Government
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Auditing Standards Audits Also Performed in Accordance 
with PCAOB Standards.”
Government P rin tin g  O ffic e  (GPO) Access
The GPO disseminates official information from all three 
branches of the federal government. This Internet site includes a 
comprehensive list of official federal resources available (and re­
lated links) and is the official online bookstore for government 
publications available for purchase. (For example, you can pur­
chase GAS or the 0MB Circular A-133 Compliance Supplement. 
WWW.gpoaccess.gov/.)
Governmental A c c o u n tin g  Standards Board (GASB)
The GASB is the accounting standard-setter for financial state­
ment audits of state and local governmental entities. This Inter­
net site provides up-to-date information of the activities of the 
Board and its various technical projects: www.gasb.org/.
IGnet
The Federal Inspectors General are often involved in performing 
desk reviews and quality control reviews of selected single audits. 
This Internet site includes electronic versions of the audit review 
guidelines that are used to perform those reviews: www.ignet. 
gov/.
Office of Management and Budget (0MB)
Main Page
OMB oversees and coordinates the federal government's procure­
ment, financial management, information, and regulatory poli­
cies. This Internet site includes information on the federal 
budget, the President’s management agenda, and regulatory and 
legislative information: www.whitehouse.gov/omb/.
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Grants Management Section
OMB is responsible for the various circulars that greatly affect 
governmental audits. This Internet site provides electronic access 
to all circulars including A -133, A-87, A-21, and A-121 and to 
the Compliance Supplement, www.omb.gov/grants.
Thom as L e g is la tiv e  Search
When performing governmental audits, there may be a need to 
review recent legislation related to particular federal programs. 
This Internet site provides access to federal legislative informa­
tion: thomas.loc.gov.
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